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the long term.

2007-2006 Comparison Table

The year was a challenge for the entire financial services industry. The national credit crisis
further impacted Michigan’s struggling economy, which continued to affect Chemical Financial
Corporation’s financial performance. We remain confident that the investments we are making
in our relationship-based growth strategy will translate into enhanced shareholder value over

(In thousands, except per share data) 2007 2006 % Change
Total Assets $3,754,313 $3,789,247 {0.9)

Total Loans 2,799,434 2,807,660 (0.3)

Total Deposits 2,875,589 2,898,085 0.8
Total Shareholders’ Equity 508,464 507.886 0.1_
Net Income 39,009 46,844 (16.7)

Cash Dividends Paid 1.14 1.10 3.6 _
Earnings per Share (Diluted) 1.60 1.88 (14.9)m
Market Price per Share at end of period 23.79 33.30 (28.6)_
Book Value per Share at end of period 21.35 20.46 43
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To Our Shareholders:

2007 was another challenging year
for the financial services industry,
with the national impacts of the credit
crisis and depressed residential real
estate markets compounded locally
by the continued poor performance of
Michigan's economy. At Chemical
Financial, we responded aggressively
to these challenges. While we have
no direct exposure to subprime loans,
we have addressed the deterioration
of credit quality by significantly
increasing the provision for loan
losses while intensifying efforts to
proactively address problem credits,
Due largely to the higher reserves,
reported net income did not reflect
the improving outlook in other finan-
cial measures or the overall progress
we have made in improving our sales
and service culture, which we believe
will enable us to enhance shareholder
value moving forward.

From a financial perspective, while
net income is lower, we were able to
increase noninterest income and, in
the second half of the year, stabilize
net interest income. From an operat-
ing perspective, we continued to rein-
vest heavily in improving the sales
and service capabilities of our team,
while implementing a reorganization
aimed at simplifying our retail banking
structure and augmenting our front
line service capahilities.

This Annual Report highlights our
efforts toward building relationships,
which is the focus of our sales and

service initii

focus of our
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A Strategy Based on Relationships

Given the current economic conditions
in the markets we serve, we cannot
count on a “rising tide” to foster top-
fine revenue growth. Although we have
made significant enhancements to
our product and service offerings

over the past few years, we remain

a retail bank whose focus is on
providing financial services to the
households and small to middle-
market businesses located in the
communities we serve.

Over the short term, we believe
growth will come from two avenues.
The first will require us to build new
relationships by attracting new cus-
tomers. One way to do this is to
expand our geographic footprint. We
are always looking for opportunities to
effectively deploy our capital, be it
through acquisitions or selective new
locations. Another way is to develop
new customer relationships in our cur-
rent markets, which is challenging in
many of the nongrowth communities
we Serve.

The second avenue for growth is
enhancing our product and service
relationships with our current cus-
tomers, which is where we are placing
the majority of our effort. Part of our
strategy is built upon delivering a
higher level of service. in the com-
moditized financial services industry
in which we compete, price- and
product-based differentiation is diffi-
cult to sustain over the long term,

Washington, DC 20849

F ole exct

Chemical Financial Corporation
is the third fargest bank holding
company headguartered in
Michigan. The Company operates
129 branch offices spread over
31 counties in the Lower
Peninsula of Michigan.
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The focus

of our entire operation is

building
relationships.
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We increased

the number of multi-product customer

households by
[ percent.

especially for a community-oriented
financial institution. At Chemical
Bank, what has and will consistently
distinguish us from our competitors is
service, We have invested significant
time and resources to ensure we add
value to and maximize our customers’
experience in terms of the conven-
ience, responsiveness, friendliness,
and the quality of the advisory servic-
es we provide. Our systemwide sales
and service training program, having
now completed its second full year,
focuses on creating an exceptional
experience for our customers that is
enjovable, valuable and memorable.
Our goal is to be certain our cus-
tomers are aware of our capabilities
and, through our ongoing relation-
ships, help them add those products
or services that are most beneficial
to their financiat well-being.

From a financial perspective, we have
instituted a series of internal metrics
that allow us to gauge the progress of
our relationship enhancement initia-
tives. For example, in 2007 we
increased the number of multi-product
customer households by 7 percent,
which is a good start. While these
metrics are very useful when looking
at our success in the aggregate, we
believe that the focus of each of
Chemical Bank’s relationships should
be on the customer and the cus-
tomer's needs, not a number. That is
why when we talk about relationships
at Chemical Bank, we also look at
four key attributes of refationship
building: Interacting, Listening,
Advising, and Servicing. In this report,
we outline these attributes and how
they benefit our customers while

building value for Chemical Financiat
and its shareholders.

Operating Progress

During the year, we reorganized our

retail banking cperations to better

support our sales and service strate-

gy. We reduced our 15-community

bank structure into a four-region

structure. As a result of the reorgani- :
zation, a number of management and
support positions were eliminated
through a combination of early retire-
ments, attrition and staff reductions,
In addition, we centralized six opera-
tions departments whose functions
were previously spread throughout
the organization, consolidating and
further reducing positions in the
process. Importantly, these reduc-
tions did not affect customer
service, as they were concentrated
among back-office and management
positions.

in conjunction with the reorganization,
Chemical Financial incurred a total of
$1.7 million in reorganization expens-
es in 2007. Going forward, we antici-
pate that annual expense savings
from the reorganization will total $2.0
million.

We have invested and will continue to
invest a significant proportion of the
cost savings we have generated
through this and past reorganizations
into three key areas:

= Ensuring that our people have
the skills necessary to sell and
deliver our product and service
offerings to foster customer
relationships; I




* Ensuring that we have the tech-
nological capabilities we need
to support those relationships;
and,

¢ Ensuring that we have the
physical facilities conducive
to enhancing customer
relationships.

Financial Results

For the twelve months ended
December 31, 2007, we reported

net income of $39.0 million, or $1.60
per diluted share, compared to net
income of $46.8 million, or $1.88 per
diluted share, for the twelve months
ended December 31, 2006, a 15 per-
cent decling in diluted earnings per
share year over year. The decrease in
net income was attributable to a high-
er provision for loan losses, higher
operating expenses and lower net
interest income, which more than off-
set increases in noninterest income
achieved during the year. Although,
as mentioned previously, we have no
direct exposure to subprime loans,
overall credit quality remains a pri-
mary concern, with nonperforming
loans more than doubling during the
year as Michigan's already struggling
economy continued to deteriorate in
tandem with the slowdown in the
national economy. The provision for
loan losses increased from $5.2 mil-
lion in 2006 to $11.5 million in
2007. We continue to proactively
identify and address problem credits
throughout Chemical Bank, as we
endeavor to mitigate risk.

Net interest income for 2007 was
$130.1 million, a slight decrease of
1.6 percent from $132.2 million in
net interest income for 2006. How-
ever, we are encouraged by the trend
in quarterly net interest income, as
during the fourth quarter of 2007 net
interest income exceeded that of both
the fourth quarter of 2006 and the
third quarter of 2007. While net
interest margin for 2007 was 3.73
percent compared to 3.82 percent in
2006, it again was trending upward
during the latter half of the year, with
fourth quarter 2007 net interest mar-
gin reaching 3.86 percent.

Noninterest income increased to
$43.3 millien for 2007 versus $40.1
million for 2006, due in part to the
inclusion of a $1 million gain on an
insurance settlement for a fire that
damaged our Owosso branch. We
made gains in key fee income cate-
gories during the year, including other
fees, trust and investment services
revenue, and mortgage banking rev-
enue. We continued to focus on
controlling costs. Although noninter-
est expense increased from $97.9
million in 2006 to $104.7 million in
2007, approximately $1.7 million of
this increase was attributable to the
retait banking reorganization
described above.

The Company’s return on average
assets during 2007 was 1.03 per-
cent, down from 1.24 percent in
2006. The decline in return on
assets resulted in a decline in return
on average equity to 7.7 percent in
2007 from 9.2 percent in 2008.

Total assets

$3.8 billion

Net-income

$39.0 million

Net interest income

$130.1 million

Noninterest income

$43.3 million
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Quarterly

dividend increased

3.bpercent.
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At December 31, 2007, the
Company's book value stood at
$21.35 per share versus $20.46
per share at December 31, 2006.

The Board continues to strive to
manage the Company’s capital

levels efficiently while remaining
wellcapitalized under regulatory
guidelines, During 2007, Chemical
Financial paid dividends totaling
$1.14 per share. This represents an
aggregate return of $27.7 million to
shareholders in the form of dividends
for 2007. In addition, during 2007,
the Company repurchased 1,023,000
shares of its common stock at an
average price of $24.94 per share.

Our overall capital position remains
very strong, and our capital ratios
exceed regulatory guidelines for well-
capitalized institutions. Due in part
to this strong capital position, on
January 22, 2008 the Board of
Directors autherized an increase in
the quarterly dividend to $0.295 per
share, an increase of 3.5 percent
from the prior year quarterly dividend
of $0.285 per share, and signaled its
intent to continue this dividend rate
throughout 2008. In addition, the
Board authorized management, at
its discretion, to purchase up to
500,000 shares of the Company’s
common stock.

Additional detailed information regard-
ing the Company's financial results is
contained in this Annual Report.

Corporate Governance

In accordance with our Director
Retirement Policy, the following
directors retired from service to

the Company in April 2007: Jacob
Haisma from the Grand Rapids
Community Board and Betty M.
Mussell from Clare. The contributions
provided by these individuals have
been greatly appreciated and will be
missed.

Further, in 2007, we recognized the
retirement of the following five distin-
guished community bankers: Bruce
M. Groom, Executive Vice President
and Senior Trust Officer, and John A.
Reisner, Executive Vice President,
Community Banking, both of whom
were members of the Corporation’s
Executive Management Committee;
and John (Jack) Harrison, Community
Bank President, Owosso; Dougias H.
Herringshaw, Community Bank
President, Caro; and G. Joe Swain,
Community Bank President, Grayling.
We will miss the leadership and wise
counsel provided by these gentlemen.

It is with sadness that, as we were
writing this letter, we were notified
that Chemical Bank had lost a long-
time colleague and friend. John
Reisner, who occupied many impor-
tant senior leadership positions in our
Company, passed away suddenly on
January 25*, For over 25 years, John
brought his knowledge, dedication
and a desire to improve every com
munity in which he worked to our
customers, officers and staff. Our
prayers, thoughts and best wishes

go out to his wife Betty and the entire
Reisner family.




The Future

We are confident in our belief that our
relationshipbased strategy will trans-
late into improved revenue growth
over the long term, We continue to
focus on building and expanding cus-
tomer relationships, utilizing our
strong capital pesition to make disci-
plined investments to drive growth,
reinforcing our community-brand
image, and investing in our high-
quality talent. Qur ability to execute
our strategy will determine the extent
to which longterm shareholder value
will be enhanced. With our strong
halance sheet and conservative oper-
ating philosophy, we are confident the
progress we made during 2007
should help deliver positive value to
our shareholders and the communi-

ties that we serve.

In closing, we would like to express
our appreciation for the continued loy-
alty of our customers, the dedication
of our team, the leadership of our
Board and community directors, and
the support of our shareholders.

Sincerely,

Hosd &

David B. Ramaker
Chairman, President & Chief Executive Officer

Gary E. Anderson
Lead Independent Director

Progress made

during 2007 wili help deliver

futurereSUlts.

Gary E. Anderson (left)
David B. Ramaker (right)
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Interacting

relationships

Chemical Bank is part of the very fab-
ri¢c of the communities we serve. Our
people reside in the communities in
which they work, and their activities
are intertwined with the daily lives of
the towns and cities across Michigan.
Our employees shop alongside our
customers, volunteer alongside our
customers, and their children attend
the same schools as our customers’
children.

Thraughout Chemical Bank's history
we have invested considerable time,
energy and financial resources in
building strong relationships within

We are deeply committed to the communi-
ties we serve and believe our success is

in part derived from these relationships.

in 2007, Chemical Bank made a significant
multi-year commitment to Mig-Michigan's
minor league baseball team. which is
helping fuel growth for the entire region.
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our communities. We believe these
relationships help differentiate us
in each of our local marketplaces
because of our long service in
Michigan and commitment to our
customers.

Most importantly, we understand

the challenges our customers face,
which helps us better meet their
needs. We share their hopes and
aspirations and care about the future
of these communities because we
are part of them.




We pride ourselves on listening to our i
customers and on being able to provide
them with very personalized service. It is
this approach that helps us create
enfoyable, valuable and memorable
experiences for our customers.

In the same way that our interactions
are a central part of the relationships
we have with our communities, listen-
ing and understanding skills are
required for us to develop thorough
and effective solutions for our cus-
tomers. By listening to our customers
as they describe the specific chal
lenges they face, we are able to help
them meet their complex financial

needs, regardless of their stage in life.

We believe each customer has special-
ized needs, and by listening to and
identifying those needs, we continually
demonstrate our ongoing commitment
to customer satisfaction. Most of all,
we are focused on creating exceptionat
experiences that motivate our cus-
tomers to recommend Chemical Bank
to their family, fiends and business
associates, which in turn provides

us with the foundation for long-term,
profitable growth.

Chemical Bank's employees bring
extensive experience to our customer
relationships through the knowledge
they have gained by working with, and
listening to, the needs of hundreds of
thousands of Michigan residents and

small- to middle-market businesses.

Listening

relationships




Advising

relationships

Our ability to listen to our clients
enables us to act as trusted advisors
as they attempt to reach their finan-
cial goals. At Chemical Bank, we
focus on the experiences we create
for our customers each and every
day, ensuring that our advice provides
valuable, viable solutions to the chal-
lenges our customers face. Whether
working closely with an entrepreneur
to develop a clear business plan,
advising a family about how they can
better secure their financial future or
offering individuals effective invest
ment advice, we are committed to
long-term relationships with our
customers and bettering our commu-
nities.

Simply put, we strive to become the
financial institution of choice in the
communities we serve through the
depth and breadth of advice we pro-
vide our customers. The long history
of service we have demonstrated

in each of our marketplaces lends
credence to the strength of our insti-
tution, and enables us to offer our
clients the fresh and unique perspec-
tives they expect from their bank.
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Our goal is to provide the best guid-
ance possible to our customers and
advise them on options that will fit
their individualized needs. We are
committed to putting our customers’
longterm interests first by only offer-
ing them the products and services
they need. By developing trust and
ongoing relationships with our
customers, we are able to help

our customers meet their financial
needs today, tomorrow and thereafter.

Whether customers are seehing to finance
a new business venture or looking for a
construction loan to build a new house,
we are able to provide them with advice
on how to best meet their needs. This
personalized service and knowledge of
our markets helps make us the bank

of choice in the communities we serve.




Chemical Bank is continually searching

for ways to improve our service levels.

Qur wide network of branches and

ATMs and increasingly accessible
electronic banking products have increased
the ways in which we can service our
customers while still providing them

with the ability to have direct, in-person
interactions with their bankers.

Advising and the high level of service
we provide to our customers go hand
in hand. All Chemical Bank employ-
ees work diligently and passionately
to create an exceptional experience
for our customers that is enjoyable,
valuable and memorable. We focus
on the customer experience each and
every day, and seek to continue our
“high touch” approach in both faceto-
face interactions and in customizing
our other service delivery channels.
We also believe that employing the
latest technology, including our online
e-banking system for individuals and
businesses, will increase the level of
service we provide to our customers.

With 129 offices throughout the
Lower Peninsula of Michigan, our
extensive ATM system and electron-
ic/telephonic delivery channels, we
can serve our customers anywhere,
anytime, every day of the year. We

also continue to listen to our cus-
tomers so we can tailor our future
offerings and service delivery meth-
ods to meet the rapidly changing
needs of our customers.

Most importantly, we emphasize the
importance of our employees creating
unigue and lasting bonds with our
customers that will continue to
increase the level of service and
positive perceptions our customers
have of Chemical Bank.

Servicing

relationships
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Gary E. Anderson
Lead Independent Director,
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Corporation

Retired Chairman,
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J. Daniel Bemson
Vice Chairman.
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Nancy Bowman
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Investor

Thomas T. Huff
Attorney at Law
Thomas T. Hutf, PC
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FORWARD-LOOKING STATEMENTS

This report contains forward-looking statements that are based on management’s beliefs, assumptions, current expectarions,
estimates and projections about the financial services industry, the economy, and Chemical Financial Corporation itself. Words
such as “anticipates,” “believes,” “estimates,” “expects,” “forecasts,” “intends,” “is likely,” “judgment,” “plans,” “predicts,”
“projects,” “should,” “will,” variations of such words and similar expressions are intended to identify such forward-looking
statements. These statements are not guarantees of future performance and involve cerrain risks, uncerrainries and assumptions
(“risk facrors™) cthar are difficult to predict with regard to timing, extent, lkelihood and degree of occurrence. Therefore, actual
results and outcomes may marterially differ from what may be expressed or forecasted in such forward-looking statements.
Chemical Financial Corporation undertakes no obligation to update, amend or clarify forward-looking statements, whether as a
result of new information, future events or otherwise,

Risk factors include, but are not limited to, the risk factors described in Item 1A in Chemical Financial Corporation’s Annual
Report on Form 10-K for the year ended December 31, 2007, included herein; the timing and level of asser growth; changes
in banking laws and regulations; changes in tax laws; changes in prices, levies and assessments; the impact of rechnological
advances and issues; governmental and regulatory policy changes; opportunities for acquisitions and the effective completion of
acquisitions and integration of acquired entities; the possibility thar anticipated cost savings and revenue enhancements from
acquisitions, restructurings, reorganizations and bank consolidations may not be realized fully or at all or within expected time
frames; the local and global effects of the ongeing war on terrorism and other military actions, including actions in Iraq; and
current uncertainties and fluctuations in the financial markets and stocks of financial services providers due to concerns about
credit availability and concerns about the Michigan economy in particular. These and other factors are representative of the risk
factors that may emerge and could cause a difference berween an ultimate actual outcome and a preceding forward-looking
statement.




SELECTED FINANCIAL DATA

Years Ended December 31,

(1) Adjusted for stock dividends.

2007 2006 2005 2004 2003

Operating Results {In thousands)
Net interest income $ 130,089 $ 132,236 $ 141,851 $ 147,634 $ 139,772
Provision for loan losses 11,500 5,200 4,285 3,819 2,834
Noninterest income 43,288 40,147 39,220 39,329 39,094
Operating expenses 104,671 97,874 98,463 98,469 91,923
Net income 39,009 46,844 52,878 56,682 55,716
Per Share Data™
Net income:

Basic $ 1.60 3 1.88 $ 2.10 $ 226 $ 2.24

Diluted 1.60 1.88 2.10 2.25 2.23
Cash dividends paid 1.14 1.10 1.06 1.01 0.95
Book value at end of period 21.35 20.46 19.98 19.26 18.33
Market value at end of period 23.79 33.30 31.76 40.62 34.66

- Shares outstanding at end of period (In thousands)™" 23,815 24,828 25,079 25,169 24,991

At Year End (in thousands)
Assets $3,754,313 $3,789,247 $3,749,316 $3,764,125 $3,708,888
Loans 2,799,434 2,807,660 2,706,695 2,583,540 2,476,360
Deposits 2,875,589 2,898,085 2,819,880 2,863,473 2,967,236
Federal Home Loan Bank advancesfother borrowings 347,412 354,041 400,363 386,830 246,897
Shareholders’ equity 508,464 507,886 501,065 484,836 458,049
Average Balances (In thousands)
Assets $3,785,034 $3,763,067 $3,788,469 $3,856,036 $3,578,678
Interest-earning assets 3,551,867 3,521,489 3,550,695 3,608,157 3,381,083
Loans 2,805,880 2,767,114 2,641,465 2,567,956 2,222,704
Interest-bearing liabilides 2,718,814 2,692,410 2,718,267 2,803,015 2,616,027
Deposits 2,923,004 2,861,916 2,886,209 2,976,150 2,868,180
Federal Home Loan Bank advances/other borrowings 327,831 362,990 377,499 370,785 237,787
Shareholders’ equity 505,915 510,235 493,419 472,226 439,178
Financial Ratios
Return on average assets 1.03% 1.24% 1.40% 1.47% 1.56%
Return on average equity 7.7 9.2 10.7 12.0 12.7
Net interest margin 3.73 3.82 4.04 4.13 4.18
Efficiency ratio 59.6 56.1 54.2 52.6 50.9
Average shareholders’ equity to average assets 13.4 13.6 13.0 12.2 12.3
Cash dividends paid per share to diluted net income per

share 71.2 58.5 50.5 44.9 42.6
Tangible equity o assets 1.7 11.6 11.7 11.1 10.5
Total risk-based capital to risk-adjusted assets 17.3 17.5 17.8 17.5 16.6
Credit Quality Statistics
Allowance for loan losses as a percent of total loans 1.41% 1.21% 1.26% 1.32% 1.34%
Nonperforming loans as a percent of total loans 2.26 0.96 0.73 0.39 0.46
Nonperforming assets as a percent of total assets 1.98 0.94 0.71 0.45 0.47
Net loan charge-offs as a percent of average loans 0.22 0.20 0.16 0.11

0.15




MANAGEMENT’S DISCUSSION AND ANALYSIS

BUSINESS OF THE CORPORATION

Chemical Financial Corporation (the Corporation) is a financial holding company with its business concentrated in a single
industry segment — commercial banking. The Corporation, through its subsidiary bank, offers a full range of commercial
banking services. These banking services include deposits, business and personal checking accounts, savings and individual
retirement accounts, time deposit instruments, electronically accessed banking products, residential and commercial real estate
financing, commercial lending, consumer financing, debit cards, safe deposit box services, money transfer services, automated
teller machines, access to insurance products and corporate and personal trust and investment management services.

The principal markets for the Corporation’s commetcial banking services are communities within Michigan in which the
Corporation’s subsidiary bank branches are located and the areas immediately surrounding those communities. As of December 31,
2007, the Corporation operated through one subsidiary bank, Chemical Bank, headquartered in Midland, Michigan, serving 89
communities through 129 banking offices and 2 loan production offices located in 31 counties across Michigan’s lower peninsula.
In addition to its banking offices, the Corporation operated 141 automated teller machines, both on- and off-bank premises. On
December 31, 2005, a corporate internal consolidation was completed resulting in the consolidation of the Corporation’s three
commercial bank charters into one commercial subsidiary bank, Chemical Bank. The Corporation’s sole subsidiary bank operates
through an internal organizational structure of four regional banking units. The Corporation’s regional banking units are
collections of branch banking offices organized by geographical regions within the state.

The principal source of revenue for the Corporation is interest and fees on loans, which accounted for 719 of rotal revenues
in 2007, 72% of total revenues in 2006 and 699% of total revenues in 2005. Interest on investment securities is also a
significant source of revenue, accounting for 10% of total revenues in 2007 and 2006 and 13% of total revenues in 2005.
Business volumes are influenced by overall economic factors including marker interest rates, business and consumer spending,
consumer confidence and competitive conditions in the marketplace.

FINANCIAL HIGHLIGHTS

The following discussion and analysis is intended to cover the significant factors affecting the Corporation’s consolidated
statements of financial position and income included in chis report. It is designed to provide shareholders with a more
comprehensive review of the consolidated operating results and financial position of the Corporation than could be obtained
from an examination of the financial statements alone.

CRITICAL ACCOUNTING POLICIES

The Corporation’s consolidated financial statements are prepared in accordance with United States generally accepted
accounting principles (GAAP). Application of these principles requires management to make estimates, assumptions and
judgments that affect the amounts reported in the consclidated financial statements and accompanying notes. These estimates,
assumptions and judgments are based on information available as of the date of the financial statements. As this information
changes, the consolidated financial statements could reflect different estimates, assumptions and judgments. Certain policies
inherently have a greater reliance on the use of estimates, assumptions and judgments and as such have a greater passibilicy of
preducing results that could be materially differenc than originally reported. Estimates, assumptions and judgments are
necessary when assets and liabilities are required to be recorded at fair value or when a decline in the value of an asset not
carried at fair value on the financial statements warrants an impairment write-down or a valuation reserve to be established.
Carrying assets and liabilities at fair value inherently results in more financial statement volatility. The fair values and the
information used to record valuation adjustments for certain assets and liabilities are based either on quoted market prices or
are provided by third-party sources, when available. When third-party information is not available, valuation adjustments are
estimated by management primarily through the use of internal discounted cash flow analysis.

The most significant accounting policies followed by the Corporation are presented in Note A to the consolidated financial
statements. These policies, along with the disclosures presented in the other notes to the consolidated financial statements and
in “Management’s Discussion and Analysis,” provide information on how significant assets and liabilities are valued in the
consolidared financial statements and how those values are determined. Based on the valuation techniques used and the
sensitivity of financial statement amounts to the methods, estimates and assumptions underlying those amounts, management
has identified the determination of the allowance for loan losses, pension plan accounting, income and other taxes,
capitalization and valuation of real estate mottgage loan servicing rights, and the evaluation of goodwill impairment to be the

continued on next page
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CRITICAL ACCOUNTING POLICIES (CONTINUED)

accounting areas that require the most subjective or complex judgments, and as such, could be most subject to revision as new
or additional information becomes available or circumstances change, including overall changes in the economic climate and/or
market interest rates.

Allowance for Loan Losses

The allowance for loan losses (allowance) is calculated with the objective of maintaining a reserve sufficient to absorb inherent
loan losses of the loan portfolio. The loan portfolio represents the largest asser type on the consolidated statements of financial
position. The determination of the amount of the allowance is considered a critical accounting estimate because it requires
significant judgment and the use of estimares related to the amount and timing of expected cash flows on impaired loans,
estimated losses on commercial, real estate commercial and real estate construction-commercial loans and on pools of
homogeneous loans based on historical loss experience, and consideration of current economic trends and conditions, all of
which may be susceptible to significant change. The principal assumption used in deriving the allowance is the estimate of a
loss percentage for each type of loan. In determining the allowance and the related provision for loan losses, the Corporation
considers four principal elements: (i) specific impairment reserve allocations based upon probable losses identified during the
review of impaired commercial, real estate commercial and real estate construction-commercial loan portfolios, {ii) allocations
established for adversely-rated commercial, real estate commercial and real estate construction-commercial loans, (iii) allocations
on all other loans based principally on historical loan loss experience and loan loss trends, and (iv) an unallocated allowance
based on the imprecision in the overall allowance methodology. It is extremely difficult to precisely measure the amount of
losses that are inherent in the Corporation’s loan portfolio. The Corporation uses a modeling process to quantify the necessary
allowance and related provision for loan losses, but there can be no assurance that the modeling process will successfully
identify and estimate all of the losses that are inherent in the loan portfolio. As a result, the Corporation could record future
provisions for loan losses thar may be significantly different than the levels that have been recorded in the three-year period
ended December 31, 2007. Note A to the consolidated financial statements describes the methodology used to determine the
allowance. In addition, a discussion of the factors driving changes in the amount of the allowance is included under the
subheading “Provision and Allowance for Loan Losses” in “Management’s Discussion and Analysis.”

Pension Plan Accounting

The Corporation has a defined benefit pension plan for cerrain salaried employees. Effective June 30, 2006, benefits under the
defined benefit pension plan were frozen for approximarely two-thirds of the Corporation’s salaried employees as of thar date.
Pension benefits continued unchanged for the remaining salaried employees. The Corporation’s pension benefit obligations and
related costs are calculated using actuarial concepts and measurements. Benefits under the plan are based on years of vested
service, age and compensation. Assumptions are made concerning future events that will determine the amount and timing of
required benefit payments, funding requirements and pension expense. ’

The key actuarial assumptions used in the pension plan are the discount rate and long-term rate of return on plan assets. These
assumptions have a significant effect on the amounts reported for net periodic pension expense, as well as the respective benefit
obligation amounts. The Corporation evaluates these critical assumptions annually.

]

At December 31, 2007, December 31, 2006 and December 31, 2005, the Corporation calculated the discount rate for the pension
plan using the results from a bond matching technique, which matched cash flows of the pension plan against both a bond portfolio
derived from the Standard & Poors bond database of AA or better bonds and the Citigroup Pension Discount Curve, to determine
the discount rate. As of December 31, 2007, the discount rate was established at 6.5% to reflect market interest rate conditions.

The assumed long-term rate of return on pension plan assets represents an estimate of long-term returns on an investment

portfolio consisting primarily of equities and fixed income investments. When determining the expected long-term return on
pension plan assets, the Corporation considers long-term rates of recurn on the asset classes in which the Corporation expects
the pension funds to be invested. The expected long-term rate of return is based on both historical and forecasted returns of
the overall stock and bond markets and the actual portfolio. The Corporation reduced its projection of forecasted rerurns on
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the portfolio of pension plan assets during 2006. The following rates of return by asset class were considered in serting the
long-term return on pension plan assets assumption:

December 31, 2007  December 31, 2006  December 31, 2005

Equity securities 8% — 9% " 8% -9% 9% — 10%
Debt securities 4% - 6% 4% — 6% 5% — 7%
Other 3% - 5% 3% ~ 5% 3% - 5%

The iong-term return on pension plan assets is used to compute the subsequent year’s expected return on assets, using the
“market-related value” of pension plan assets. The difference between the expected return and the actual return on pension
plan assets during the year is either an asset gain or loss, which is deferred and amortized over furure periods when

determining net periodic pension expense. The actual average annual return on pension plan assets was 7.9% over the five

years ended December 31, 2007.

Other assumptions made in the pension plan involve employee demographic factors such as retirement parterns, mortality,
turnover and the rate of compensation increase.

The key actuarial assumptions that will be used to calculate 2008 pension expense for the defined benefit pension plan are a
discount rate of 6.5%, a long-term rate of return on pension plan assets of 7% and a rate of compensation increase of 4.25%.
Pension expense in 2008 is expected to be approximately $0.5 million, a decrease of $0.5 million from $1.0 million of pension
expense in 2007. The projected decrease in 2008, compared to 2007, is mostly attributable to the Corporation’s
implementation of a Voluntary Retirement Incentive Plan (VRIP) in 2007 at a cost of $0.3 million and an increase in the
discount rate used to measure the present value of the pension plan'’s obligations. A change in the discount rate of 50 basis
points in 2008 was estimated to have an impact on pension expense of less than $0.1 million.

There are uncertainties associated with the underlying key actuarial assumptions, and the potential exists for significant, and
possibly material, impacts on cither the results of operations or cash flows {e.g., additional pension expense and/or additional
pension plan funding, whether expected or required) from changes in the key actuarial assumptions. If the Corporation were to
determine that more conservative assumptions are necessary, pension expense would increase and have a negative impact on
resules of operations in the period in which the increase occurs.

In September 2006, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting Standards
(SEAS) No. 158, “Employers’ Accounting For Defined Benefit Pension and Other Postretirement Plans, an amendment of
FASB Statements No. 87, 88, 106 and 132(R)” (SFAS 158). The Corporation adopred SFAS 158 on December 31, 2006, as
required. The purpose of SFAS 158 was to improve the overall financial statement presentation of pension and other
postretirement plans, but did not impact the determination of the net periodic benefit cost or measurement of plan assets or
obligations. SFAS 158 requires companies to recognize the over- or under-funded status of a plan as an asset or liability as
measured by the difference between the fair value of the plan assets and the benefit obligation and requires any unrecognized
prior service costs and actuarial gains and losses to be recognized as a component of accumulated other comprehensive income
(loss). The impact of SFAS 158 on the statemerus of financial position at December 31, 2007 and December 31, 2006 is
included in Note L to the consolidated financial sratements.

Income and Other Taxes

The Corporation is subject to the income and other tax laws of the United States and the state of Michigan. These laws are
complex and are subject to different interpretations by the taxpayer and the various taxing authorities. In determining the
provisions for income and other taxes, management must make judgments and estimates about the application of these
inherently complex laws, related regulations and case law. In the process of preparing the Corporation’s tax returns,
management attempts to make reasonable interpretations of the tax laws. These interpretations are subject to challenge by the
taxing authorities upon audit or to reinterpretation based on management’s ongoing assessment of facts and evolving case law.

- The Corporation and its subsidiary file a consolidated federal income tax return. The provision for federal income taxes is
based on income and expenses, as reported in the consolidared financial statements, rather than amounts reported on the
Corporation’s federal income tax return. When income and expenses are recognized in different periods for tax purposes than
for book purposes, applicable deferred tax assets and liabilities are recognized for the future tax consequences attributable to the

continued on next page
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CRITICAL ACCOUNTING POLICIES (CONTINUED)

differences berween the financial statement carrying amounts of existing assets and liabilities and their respective tax bases.
Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in
which those temporary differences are expected- to be recovered or settled. The effect on deferred tax assets and liabilities of a
change in tax rates is recognized as income or expense in the period that ingludcs the enactment date.

On a quarterly basis, management assesses the reasonableness of its effective federal and state tax rates based upon its current
best estimate of net income and the applicable taxes expected for the full year. Deferred tax assets and liabilities are reassessed
on an annual basis, or sooner, if business events or circumstances warrant. Reserves for uncertain tax positions are reviewed
quarterly for adequacy based upon developments in tax law and the status of examinations or audits. For the years ended
December 31, 2007 and 2006, net federal income tax benefits of $0 and $0.23 million, respectively, were recorded based on
the regular reassessment of required tax accruals for these uncertain tax positions. The decline in 2007 was due to the adoption
of FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes” (FIN 48). See Note A to the consolidated
financial statements for further discussion on FIN 48.

Real Estate Mortgage Loan Servicing Rights

At December 31, 2007, the Corporation had approximately $2.3 million of real estate mortgage loan servicing rights
capitalized on the consolidated statement of financial position. The two critical assumprions involved in establishing the value
of this asset are the estimated future prepayment speeds on the underlying real estate mortgage loans and the interest rate used
to discount the net cash flows from the real estate mortgage loan portfolio being serviced. Other assumptions include the
estimated amount of ancillary income that will be received in the future {(such as late fees) and the estimated cost to service the
real estate mortgage loans. The Corporation utilizes a third-party modeling softrware program to value mortgage servicing
rights. The Corporation believes the assumptions utilized in the valuation are reasonable based upon market interest rates and
accepted industry practices for valuing mortgage servicing rights and represent neither the most conservative nor the most
aggressive assumptions. The Corporation adopted SFAS No. 156 “Accounting for Servicing of Financial Assets” (SFAS 156) on
January 1, 2007. See Note A to the consolidated financial statements for furcher discussion on SFAS 156.

Goodwill

At December 31, 2007, the Corporation had $69.9 million of goodwill recorded on the consolidated statement of financial
position. Goodwill decreased $0.2 million during 2007 due to the adoption of FIN 48. Under SFAS No. 142, “Goodwill and
Other Intangible Assets” (SFAS 142), amortization of goodwill ceased, and instead, goodwill is tested by management annually
for impairment, or more frequently if triggering events occur and indicate potential impairment. The Corporation’s goodwill
impairment review is additionally reviewed by an independent third-party appraisal firm, annually, urilizing the methodology
and guidelines established in SFAS 142. This methodology involves assumptions regarding the valuation of the Corporation’s
subsidiary bank that purchased the acquired entities and resulted in the recording of goodwill. The Corporation believes that
the assumptions utilized are reasonable, and even utilizing more conservative assumptions on the valuation would not presently
result in impairment in the amount of goodwill that has been recorded. However, the Corporation could incur impairment
charges related to goodwill in the future due to changes in business prospects or other marters that could affect the valuartion
assumptions.

MERGERS AND ACQUISITIONS

The Corporation’s primary method of expansion into new banking markets has been through acquisitions of other financial
insticutions and bank branches. During the three years ended December 31, 2007, the Corporation completed the following
acquisition: ‘

In August 2006, the Corporation acguired two branch bank offices in Hastings and Wayland, Michigan from First Financial
Bank, N.A., headquartered in Hamilton, Ohio, operating as Sand Ridge Bank. The Corporation acquired deposits of

$47 million, loans of $64 million and other miscellaneous assets of $1.7 million. The Corporation recorded goodwill of

$6.8 million and core deposit intangible assets of $2.7 million. The core deposit intangible assets are being amortized on an
accelerated basis over ten years. The loans acquired were comprised of $6 million in commercial loans, $13 million in real
estate commercial loans, $38 million in real estate residential loans and $7 million in consumer loans. During December 2000,
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the Corporation sold $14 million of long-term fixed interest rate real estate residential loans that were acquired in this
transaction and recognized gains totaling approximately $1 million.

On December 31, 2005, the Corporation completed an internal consolidation whereby two of its wholly-owned subsidiary
banks, Chemical Bank Shoreline and Chemical Bank West; were consolidated into Chemical Bank and Trust Company (CBT).
CBT’s name was changed to Chemical Bank on December 31, 2005.

NET INCOME

Net income in 2007 was $39.0 million, or $1.60 per diluted share, net income in 2006 was $46.8 million, or $1.88 per
diluted share, and net income in 2005 was $52.9 million, or $2.10 per diluted share. Net income in 2007 represented a
16.7% decrease from 2006 net income, while 2006 net income represented an 11.4% decrease from 2005 net income. Net
income per share in 2007 was 14.9% less than in 2006, while net income per share in 2006 was 10.5% less than in 2005. The
decrease in net income in 2007 was attributable to a decrease in ner interest income and increases in both the provision for
loan losses and operating expenses. The decrease in net income in 2006 was primarily due to a decrease in net interest income.

The Corporation’s return on average assets was 1.03% in 2007, 1.24% in 2006 and 1.40% in 2005, The Corporatien’s return
on average sharcholders’ equity was 7.7% in 2007, 9.2% in 2006 and 10.7% in 2005.

DEPOSITS

Total deposits at December 31, 2007 were $2.88 billion, a decrease of $22.5 million, or 0.8%, from total deposits at
December 31, 2006 of $2.90 billion. Total deposits increased $78.2 million, or 2.8%, during 2006. In 2006, the acquisition of
two branch banking offices from First Financial Bank, N.A. in Hastings and Wayland, Michigan added total deposits of

$47 million.

The Corporation’s average deposit balances and average rates paid on deposits for the past three years are included in Table 1.
Average total deposits in 2007 were $2.92 billion, which was $61.1 million, or 2.1%, higher than in 2006. Average deposits of
$2.86 billion in 2006 were $24.3 million, ot 0.8%, less than in 2005. The increase in average deposits in 2007, compared to
2006, was primarily atributable w an increase in deposits in 2 new money market deposit account, which the Corporation
began offering in the latter part of 2006. This new account pays a variable rate of interest and was designed to compete with
mutual fund money market accounts on balances greater than $100,000. The Corporation did not have any broketed deposits
as of December 31, 2007 or December 31, 2006.

Ir is the Corporation’s strategy to develop customer relationships that will drive core deposit growth and stability. The
Corporation has historically gathered deposits from the local markets of its subsidiary bank, although rising market interest
rates and strong competition impeded the Corporation’s ability to internally generate deposits during the three years ended
December 31, 2007.

The growth of the Corporation’s deposits is also impacted by competition from other investment products, such as brokerage
accounts, mutual funds and various annuity products. These investment products are sold by a wide spectrum of organizations,
such as brokerage and insurance companies, as well as by financial insticutions. The Corporation also competes with credit
unions in most of its markets. These institutions are challenging competitors, as credit unions are exempt from federal income
taxes, allowing them to potentially offer higher deposit rates and lower loan rates to customers.

In response to the competition for other investment products, the Corporation’s subsidiary bank, through “CFC Investment
Center,” offers a wide array of mutual funds, annuity products and market securities through an alliance with an independent,
registered broker/dealer. During 2007 and 2006, customers purchased $82 million and $73 million, respectively, of annulry
and mutual fund investments through “CFC Investment Center.”

ASSETS

Average assets were $3.79 billion during 2007, an increase of $22.0 million, or 0.6%, from average assets during 2006 of
$3.76 billion. The increase in average assets duzing 2007 was primarily atributable to an increase in short-term investments
that resulted from slightly higher average deposits. Average assets of $3.76 billion in 2006 were $25.4 million, or 0.7%, less

continued on next page
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ASSETS (CONTINUED)

than average assets in 2005. The Corporation acquired two branch banking offices on August 18, 2006, increasing total assets
by $75.2 million as of the acquisition date. The increase in average assets from the branch acquisitions was more than offset by
a reduction in average assets that was largely due to the Corporation utilizing a portion of investment securities that matured
during 2006 to reduce Federal Home Loan Bank advances — long-term that also matured during 2006.

CASH DIVIDENDS
The Corporation’s annual cash dividends paid per share over the past five years, adjusted for all stock dividends, were as
fallows:

2007 2006 2005 2004 2003
Annual Dividend $1.14 3$1.10 $1.06 $1.01 $0.95

During 2007, cash dividends paid per share were $1.14, up 3.6% over cash dividends paid per share in 2006 of $1.10.

The Corporation has paid regular cash dividends every quarter since it began operating as a bank holding company in 1973.
The compound annual growth rate of the Corporation’s cash dividends paid per share over the past five- and ten-year periods
ended December 31, 2007 was 5.5% and 7.5%, respectively. The earnings of the Corporarion’s subsidiary bank are the
principal source of funds to pay cash dividends w shareholders. Cash dividends are dependent upon the earnings of the
Corporation’s subsidiary bank, as well as capital requirements, regulatory restraints and other factors affecting the Corporation’s
subsidiary bank.

NET INTEREST INCOME

Interest income is the total amount earned on funds invested in loans, investment and other securities, other interest-bearing
deposits and federal funds sold. Interest expense is the amount of interest paid on interest-bearing checking and savings
accounts, time deposits, short-term borrowings and FHLB advances — long-term. Net interest income, on a fully taxable
equivalent (FTE) basis, is the difference between interest income and interest expense adjusted for the tax benefit received on
tax-exempt commercial loans and investment securities. Net interest margin is calculated by dividing net interest income (FTE)
by average interest-earning assets. Net interest spread is the difference berween the average yield on interest-earning assets and
the average cost of interest-bearing liabilities. Because noninterest-bearing sources of funds, or free funds (principally demand
deposits and shareholders’ equity), also support earning assets, the net interest margin exceeds the net interest spread.

The presentation of net interest income on a FTE basis is not in accordance with United States generally accepted accounting
principles (GAAP) but is customary in the banking industry. This non-GAAP measure ensures comparability of net interest
income arising from both taxable and tax-exempt loans and investment securities. The adjustments to determine tax equivalent
net interest income were $2.25 million, $2.11 million and $1.61 million for 2007, 2006 and 2003, respectively. These
adjustments were computed using a 35% tax rate.

Net interest income is the most important source of the Corporation’s earnings and thus is critical in evaluacing the results of
operations. Changes in the Corporation’s net interest income are influenced by a variety of factors, including changes in the
level of interest-earning assets, changes in the mix of interest-earning assets and interest-bearing liabilicies, the level and
direction of interest rates, the difference berween short-term and long-term interest rates (the steepness of the yield curve), and
the general strength of the economies in the Corporation’s markets. Risk management plays an important role in the
Corporation’s level of net interest income. The ineffective management of credit risk, and more significantly interest rate risk,
can adversely impact the Corporation’s net interest income. Management monitors the Corporation’s consolidated statement of
financial position to reduce the potential adverse impact on net interest income caused by significant changes in interest rates.
The Corporation’s policies in this regard are furcher discussed under the subheading “Marker Risk.”
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TABLE 1. AVERAGE BALANCES, TAX EQUIVALENT INTEREST AND EFFECTIVE YIELDS ANID} RATES* (Dollars in thousands)

Years Ended December 31,

2007 2006 2005
Tax Effective Tax Effective Tax Effective
Average Equivalent Yield!  Average Equivalent Yield/  Average  Equivalent  Yieldf
Balance Interest Rate Balance Inrerest Rare Balance Interest Rate
ASSETS
Interest-earning Assets:
Loans** $2,805,880 $192,433 6.86% 32,767,114 3186476 674% 32,641,465 $165.353 6.26%
Taxable investment securities 551,806 24,927 4,52 597,506 24,391 4,08 754,961 28,289 3.74
Tax-exempt investment securities 62,319 4,013 6.44 58,814 3,789 6.44 47,522 3,235 6.81
Other securisies 22,133 1,116 5.04 24,502 1,268 5.18 20,730 927 447
Federal funds sold 100,648 5,135 5.10 60,482 2975 492 69,061 2,121 3.07
Interest-bearing deposits with unaffiliated banks 9,081 517 5.69 13,071 634 4.85 16,956 984 5.80
Toual inrcrcs:—eaminF assets 3,551,867 228,141 6.42 3,521,489 219,533 6.23 3,550,695 200,911 5.66
Less: Allowance for [oan losses 36,224 34,384 34,189
Other Assets:
Cash and cash due from banks 93,715 99,166 105,435
Premises and equipment 48,908 46,161 46,233
Interest receivable and other assets 126,768 130,635 ' 120,295
Toral Assers $3,785,034 $3,763,067 $3,788,469
LIABILITIES AND SHAREHOLDERS' EQUITY
Interest-bearing Liabilities:
Interest-bearing demand deposits $ 516,070  § 12,551 2.43% § 538,063 $ 12,605 134% § 544,174 § 7050 1.30%
Savings depesits 744,624 17,816 2.3% 714,920 12,326 1.72 858,143 9,426 1.10
Time deposits 1,130,189 50,867 4,50 1,076,437 44,164 4.10 938,451 28,156 3.00
Securities sold under agreements 1o repurchase 181,773 6,859 7 152,003 5,561 3.66 107,634 2,162 2.01
Reverse sepurchase agreements -_— — — 4,110 154 3.75 5,890 216 3.67
Federal Home Loan Bank advances — short-term 8,822 468 5.30 52,055 2,707 5.20 16,011 643 402
Federal Home Loan Bank advances — long-term 137,236 7,244 5.28 154,822 7.670 495 247,964 9,800 3.95
Total interest-bearing liabilities 2,718,814 95,805 3.52 2,692,410 85,187 316 2,718,267 57,453 AL
Neninterest-bearing deposits 532,021 532,496 545,441
Total deposits and borrowed funds 3,250,835 3,224,906 3,263,708
Interest Fayab]e and other liabilities 28,284 27,906 31,342
Shareholders’ equity 505,915 510,255 493,419
Total Lizbilities and Sharcholders’ Equiry $3,785,034 $3,763,067 $3,788,469
Net Interest Spread (Average yield earned minus average
rare paid) 2.90% 3.07% 3.55%
Ner Interest Income (FTE) $132,336 $134,346 $143,458
Net Interest Margin
(Net interest income {FTE)/total average interest-carning
assets) 3.73% 3.82% 4.04%

* Taxable equivalent basis using a federal income tax rate of 35%.
** Nonaccrual loans are included in average balances reported and are included in the calculation of yields.

Table 1 presents for 2007, 2006 and 2005 average daily balances of the Corporation’s major categories of assets and liabilities,
interest income and expense on a FTE basis, average interest rates earned and paid on the assets and liabilities, ner interest
inceme (FTE), net interest spread and net interest margin.

Ner interest income (FT'E) in 2007, 2006 and 2005 was $132.3 million, $134.3 million and $143.5 million, respectively. Net
interest income (FTE) in 2007 was $2.0 million, or 1.5%, lower than 2006 net interest income (FTE) of $134.3 million, and
net interest income (FTE) in 2006 was $9.1 million, or 6.4%, lower than 2005 net interest income {FTE) of $143.5 million.
The decrease in ner interest income (FTE) in 2007 was primarily atuributable to the average cost of interest-bearing liabiliries
increasing more than the average yield on loans and investments that resulted primarily from a change in the mix of
interest-bearing deposits, and the impact of higher nonaccrual loans. These unfavorable items were partially offset by the
positive effect of slightly higher average interest-carning assets in 2007 and the reduction of short-term marker interest rates
during the fourth quarter of 2007.

continued on nexr page
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NET INTEREST INCOME (CONTINUED)

TABLE 2. VOLUME AND RATE VARIANCE ANALYSIS* (In thousands)

2007 Compared to 2006 2006 Compared to 2005
Increase (Decrease) Increase (Decrease)
Due to Changes in Combined Due to Changes in Combined
Average Ave Increase Ave Average Increase |
Volume** Yield/Rate** {Decrease)* Volume** Yield/Rare** (Decrease)
CHANGES IN INTEREST INCOME
ON INTEREST-EARNING ASSETS:
Loans $ 2,459 $3,498 $ 5,957 $ 8,097 $13,024 21121
Taxable investment/other securities (2,078) 2,462 384 . (6,160} 2,603 {3,557}
Tax-exempt investment securities 224 —_ 224 735 (181) 554
Federal funds sold 2,046 114 2,160 (290) 1,144 854
Interest-bearing deposits with
unaffiliated banks {215) 98 (117} (203) (147) (350)
Total change in interest income on
interest-earning assets 2,436 6,172 8,608 2,179 16,443 18,622
CHANGES IN INTEREST EXPENSE
ON INTEREST-BEARING
LIABILITIES:
Interest-bearing demand deposits 101 (15%) {54) (80) 5,635 5,559
Savings deposits 5,162 328 5,490 (1,776} 4,676 2,900
Time deposits 1,475 5,228 6,703 4,575 11,433 16,008
Short-term borrowings (1,326) 231 {1,095) 2,443 2,958 5,401
Federal Home Loan Bank (FHLB})
advances — long-term (911} 485 (426) (4,238) 2,108 (2,130}
Total change in interest t:xpens;. on
interest-bearing, liabilities 4,501 6,117 10,618 924 26,810 27,734
TOTAL INCREASE (DECREASE) IN
NET INTEREST INCOME (FTE) $(2,065) $ 55 ${(2,010) $ 1,255 $(10,367) $(9,112)

* Taxable equivalent basis using a federal income tax rate of 35%.

** The change in interest income and interest expense due o both volume and rate has been allocated to the volume and rate change in proportion to the
relationship of che absotute dollar amount of the change in each.

In 2007, the Federal Open Market Committee (FOMC) lowered the Federal Funds rate three times during the last four
months of the year, a total of 100 basis points, which resulted in an equal decline each time in the prime rate. The Federal -
Funds rate was 4.25% on December 31, 2007, compared to 5.25% on December 31, 2006. The prime rate was 7.25% on
December 31, 2007, compared to 8.25% on December 31, 2006, While short-term interest rates were generally stable through
the first half of 2007, long-term interest rates declined to preduce an inverted interest yield curve in the two-to-five year
segment of the curve through most of the first three quarters of the year. The ten-year U.S. Treasury note, which is generally
used to price both 15- and 30-year residential morigage loans, was 4.04% at the end of 2007, compared 1o 4.71% ar the end
of 2006.

Net interest margin was 3.73% in 2007, compared to 3.82% in 2006. The decrease in ner interest margin during 2007,
compared to 2006, was primarily atcributable to the increase in the average yield on interest-earning assets not keeping pace
with the increase in the average cost of interest-bearing liabilities. The average yield on interest-earning assets increased 19 basis
points to 6.42% in 2007. In comparison, the average cost of interest-bearing liabilities increased 36 basis points to 3.52% in
2007. The significant increase in the cost of interest-bearing liabilities was attributable to a combination of factors, including
the overall increase in short-term market interest rates in 2006 and the continued migration of consumer funds from lower

" yielding deposit products into higher yielding money market and time deposits during 2007. The yield on the Corporation’s
loan portfolio increased only twelve basis points in 2007, compared to 2006, due to the loan portfolio being comprised
predominately of fixed interest rate loans or loans with interest rates fixed for at least five years. In addition, the competition
for loan volume remained strc'ihg in the Corporation’s local markets, resuiting in heightened pricing competition for new loan
originations, and lower than expected yields on new and refinanced loans, considering the overall increase in market interest
rates during the prior two years. The net interest margin was also adversely impacted in 2007 due to an increase in nonaccrual
loans of $35.4 million, or 175%, during the year to $55.6 million ar December 31, 2007,
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Table 2 allocates the dollar change in net interest income (FTE) berween the portion attributable to changes in the average
volume of interest-earning assets and interest-bearing liabilities, including changes in the mix of assets and liabilities, and
changes in average interest rates earned and paid.

The $2.0 million reduction in net interest income (FTE) in 2007, as compared to 2006, is analyzed in detail in Table 2. The
decrease in net interest income {FTE) during 2007 was almost entirely actributable to an adverse change in the mix of
customer deposits and higher nonaccrual loans that were only partially offset by a favorable change in the mix of average
interest-earning assets. The favorable effect of 2 $38.8 million, or 1.4%, increase in average loans was more than offser by the
impact of a change in the mix of customer deposit accounts from lower cost transaction and savings accounts to higher-cost
money market savings, time and municipal customer accounts and a $35.4 million increase in nonaccrual loans. The
Corporation’s balance sheet was liability sensitive throughout 2007, with a higher percentage of interest-bearing liabilities
repricing than interest-earning assets.

The Corporation’s competitive position within many of its market areas limits its ability to materially increase deposits without
adversely impacting the weighted average cost of core deposits.

In 2006, the Federal Open Market Committee (FOMC) raised the Federal Funds rate by twenty-five basis points four times
during the year thar resulted in an equal increase each time in the prime rate. The Federal Funds rate was 5.25% on
December 31, 2006, compared to 4.25% on December 31, 2005. The prime rate was 8.25% on December 31, 2006,
compared to 7.25% on December 31, 20035. While short-term interest rates increased 100 basis points during 2006, long-term
interest rates rose only slightly to produce an inverted interest yield curve at December 31, 2006. The ten-year U.S. Treasury
note, which is generally used to price both 15- and 30-year residential mortgage loans, was 4.71% at the end of 2006,
compared to 4.35% at the end of 2005.

Net interest margin was 3.82% in 2006, compared to 4.04% in 2005. The decrease in net interest margin during 2006,
compared to 2005, was primarily atribucable to the increase in the average yield on interest-earning assets not keeping pace
with the increase in the average cost of interest-bearing liabilities. The average yield on interest-earning assets increased 57 basis
points to 6.23% in 2006. In comparison, the average cost of interest-bearing liabilities increased 105 basis points to 3.16% in
2006. The increase in the cost of interest-bearing liabilities was attributable to a combination of factors, including the overall
increase in market interest rates, the migration of customer funds from lower yielding deposic products into higher yielding
time deposits and a slight change in the mix of deposits, with a slight decline in lower cost consumer deposits being offset by
increases in higher cost business and municipal customer deposits. The yield on the Corporation’s loan portfolio increased only
moderately during a two-year period of rising interest rates due to the loan portfolio being comprised predominately of fixed
interest rate loans or loans with interest rates fixed for at least five years. In addition, the competition for loan volume was
strong in the Corporation’s local markets, resulting in heightened pricing competition for new loan originations, and lower
than expected yields on new and refinanced loans, considering the overall increase in market interest rates.

The $9.1 million reduction in net interest income (FTE) in 2006, as compared to 2005, is analyzed in detail in Table 2. The
net impact on net interest income (FTE) in 2006 from the favorable effect of a $126 million, or 4.8%, increase in average
loans and the unfavorable effects of a $29 million decrease in the level of interest-earning assets and a change in the
composition of deposit accounts, was an increase in net interest income (FTE) of $1.3 million. This increase was more than
offset by the Corporation experiencing a $10.4 million reduction in net interest income (FTE) due to the effect of the rising
interest rate environment and the flattening of the interest yield curve. Interest income on loans, investment securities and
other investable funds increased $16.4 million due to rising interest rates and the repricing of loans and investment securities,
although interest expense on deposits and borrowings increased $26.8 million, as market interest rates increased and deposits
and wholesale borrowings repriced in 2006. The Corporation’s balance sheet was liability sensitive throughout 2006, with a
higher percentage of interest-bearing liabilities repricing than interest-earning assets.

In 2005, the FOMC raised the Federal Funds rate by twenty-five basis points eight times that resulted in an equal increase
each time in the prime rate. The prime rate was 5.25% on January 1, 2005 and 7.25% on December 31, 2005. While
short-term interest rates increased throughour 2005, long-term interest rates rose only slightly to produce a virtually flat
interest yield curve at December 31, 2005. The ten-year U.S. Treasury note, which is generaily used to price both 15- and
30-year residential mortgage loans, was 4.24% ac the end of 2004 compared to 4.35% at the end of 2005,
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LOANS

The Corporatien’s subsidiary bank is a full-service commercial bank and, therefore, the acceptance and management of credit
risk is an integral part of the Corporation’s business. The Corporation maintains conservative loan policies and credit
underwriting standards. These standards include the granting of loans generally only within the Corporation’s market areas.
The Corporation’s lending markets generally consist of small communities across the middle to southern and western sections
of the lower peninsula of Michigan. The Corporation’s lending market areas do not include the southeastern portion of
Michigan. The average size of commercial loan transactions is generally relatively small, which decreases the risk of loss within
the commercial loan portfolio due to the lack of loan concentration. The Corporation’s commercial loan portfolio, defined as
commercial, real estate commercial and real estate construction-commetcial loans, is well diversified across business lines and
has no concentration in any one industry. While the average commercial loan transaction is relatively small, the commercial
loan portfolio of $1.37 billion at December 31, 2007 included approximately sixty loans thar exceeded $2.5 million. These
sixty borrowing relationships totaled $291.4 million and represented approximarely 21% of the commercial loan portfolio at
December 31, 2007. Further, at December 31, 2007, only six of these borrowing relationships were $10 million or higher,
totaling $73.2 million or 5.3% of the commercial loan portfolio as of that date. The Corporation has no foreign loans or any
loans to finance highly leveraged transactions. The Corporation’s lending philosophy is implemented through strong
administrative and reporting controls at the subsidiary bank level, with additional oversight at the corporate level. The
Corporation maintains a centralized independent loan review function, which monitoers asset quality of the loan portfolio.

The Corporation’s subsidiary bank has extended loans 1o its directors, executive officers and their affiliates. The loans were
made in the ordinary course of business upon normal terms, including collateralization and interest rates prevailing at the time
and did not involve more than the normal risk of repayment by the borrower or present other unfavorable features. Note F to
the consolidated financial statements includes more information on loans to the Corporation’s directors, executive officers and
their affiliates.

The Corporation experiences competition for commercial loans primarily from larger regional banks located both wichin and
ourside of the Corporation’s market areas, and from other community banks located within the Corperation’s lending markets.
The Corporation’s competition for real estate residential loans primarily includes community banks, larger regional banks,
savings associations, credit unions and mortgage companies. The competition for real estate residential loans has increased over
the last five years as mortgage lending companies have expanded their sales and marketing efforts. The Corporation experiences
competition for consumer loans mostly from captive automobile finance companies, larger regional banks, communiry banks
and local credit unions. The Corporation’s loan portfolio is generally diversified along industry lines and, therefore, the
Corporation believes thar its loan portfolio is reasonably sheltered from material adverse local economic impacr.
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Table 3 includes the composition of the Corporation’s loan portfolio, by major loan caregory, as of December 31, 2007, 2006,
2005, 2004 and 2003.

TABLE 3. SUMMARY OF LOANS AND LOAN LOSS EXPERIENCE

Years Ended December 31,
2007 2006 2005 2004 2003

(Dollars in thousands)

Distribution of Loans:

Commercial $ 525894 § 545591 % 517,852 § 468,970 $ 405,929
Real estate commercial 747,400 726,554 704,684 697,779 628,815
Real estate construction 137,252 145,933 158,376 120,900 138,280
Real estate residenrial 838,545 835,263 785,160 758,789 762,284
{Zonsumer 550,343 554,319 540,623 537,102 541,052
Total loans $2,799,434  $2,807,660  $2,706,695  $2,583,540  $2,476,360
Summary of Changes in the Allowance for Loan
Losses:

Allowance for loan losses at beginning of year $ 34,098 $ 34,148 § 34166 $ 33,179 § 30,672
Loans charged off:

Commercial (1,622) (1,389) (2,126) {1,270) (2,002}
Real estate commercial (1,675) (1,564) - — (88) {(40)
Real estate construction (1,272) (1,201) —_ —_ —_
Real estate residential (484) (515) (453) (430) (102)
Consumer {1,935) {1,976} (2,407) (2,175) (1,927)
Total loan charge-offs (6,988) (6,645) {(4,986) {3,963) (4,071)
Recoveries of loans previously charged off:
Commercial 249 370 110 464 174
Real estate commercial 21 6 11 7 7
Real estate construction 30 —_ — — —
Real estate residential 18 98 29 105 38
Consumer 494 521 533 555 500
Toral loan recoveries 812 995 683 1,131 719
Net loan charge-offs (6,176) (3,650) (4,303) (2,832} (3,352)
Provision for loan losses ' 11,500 5,200 4,285 3,819 2,834
Allowance of banks/branches acquired — 400 — —_ 3,025
Allowance for loan losses at year-end $ 39,422 $ 34098 § 34,148 § 34,166 $ 33,179
Ratio of net charge-offs during the year to average
loans outstanding 0.22% 0.20% 0.16% 0.11% 0.15%
Ratio of allowance for loan losses at year-end to
total loans outstanding at year-end 1.41% 1.21% 1.26% 1.32% 1.34%

Total loans at December 31, 2007 were $2.80 billion, a decrease of $8.2 million, or 0.3%, from total loans at December 31,
2006.

Commercial loans toraled $525.9 million at December 31, 2007, a decrease of $19.7 million, or 3.6%, from total commercial
loans at December 31, 2006 of $545.6 million. The decrease of commercial loans during 2007 was a result of a slower than
average economic climare within the Corporation’s market areas during the year. Commercial loans increased $27.7 million, or
5.4%, in 2006 from $517.9 million at December 31, 2005. The increase in commercial loans in 2006 was partially
attributable to the 2006 branch transaction. Commercial loans represented 18.8%, 19.4% and 19.1% of total loans
outstanding at December 31, 2007, 2006 and 2005, respectively.

Real estate loans include real estate commercial loans, real estate construction loans and real estate residential loans. At
December 31, 2007, 2006 and 2005, real estate loans totaled $1.72 billion, $1.71 billion and $1.65 billion, respectively. Real

continued on nexr page
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LOANS (CONTINUED)

estare loans increased $15.4 million, or 0.9%, in 2007. Real estate loans increased $59.5 million, or 3.6%, in 2006. Real estare
loans as a petcentage of total loans at December 31, 2007, 2006 and 2005 were 61.6%, 60.9% and 60.9%, respectively.

Real estate commercial loans increased $20.8 million, or 2.9%, duting 2007 to $747.4 million ac December 31, 2007. Real
estate commercial loans increased $21.9 milkion, or 3.1%, during 2006 to $726.6 million ar December 31, 2006. The modest
internal growth in this category of loans in 2007 and 2006 was largely due to minimal economic expansion in the majority of
the Corporation’s market areas in each of these years. At December 31, 2007, 2006 and 2005, real estate commercial loans as a
percentage of total loans were 26.7%, 25.9% and 26.0%, respectively.

Commercial lending and teal estate commercial lending are generally considered to involve a higher degree of risk than one- to
four-family residential lending.-Such lending typically involves larger loan balances concentrated in a single borrower. In
addition, the payment experience on loans secured by income-producing properties is typically dependent on the success of the
operation of the related project and is typically affected by adverse conditions in the real estate market and in the economy.
The Corporation generally aempts to mitigate the risks associated with commercial lending by, among other things, lending
primarily in its marker areas, lending across industry lines, not developing a concentration in any one line of business and
using conservative loan-to-value ratios in the underwriting process.

Real estate construction loans are originated for both business, including land development, and residential properties. These
loans often convert to a real estate loan at the completion of the construction ot development period. Real estate construction
loans were $137.3 million at December 31, 2007, a decrease of $8.7 million, or 5.9%, from December 31, 2006. The decrease
in real estate construction loans during 2007 was largely reflective of the continued slow economic climate within Michigan in
2007 and a corresponding reduction in business expansion and development throughout most of the Corporation’s market
areas. Real estate construction loans decreased $12.4 million, or 7.9%, during 2006 from $158.4 million at December 31,
2005, as the economic climate was stow in 2006. At December 31, 2007, 2006 and 2005, real estate construction loans as a
percentage of total loans were 4.9%, 5.2% and 5.9%, respectively.

Construction lending involves a higher degree of risk than one- to four-family residential lending because of the uncertainties
of construction, including the possibility of costs exceeding the initial estimartes and the need to obrain a tenant or purchaser of
the property if it will not be owner-occupied. The Corporation generally atctempts to mitigate the risks associated with
construction lending by, among other things, lending primarily in its market areas, using conservative underwriting guidelines,
and c¢losely monitoring the construction process. The Corporation’s risk in this area increased during 2007 as the sale of units
in residential real estate development projects slowed as customer demand decreased and the inventory of unsold units
increased across the state of Michigan,

Table 4 presents the maturity distribution of commercial, real estate commercial, and real estate construction loans. These loans
represented 50% of toral loans at December 31, 2007 and 51% at December 31, 2006. The percentage of these loans
maturing within one year was 38% at December 31, 2007, compared to 33% at December 31, 2006. The percentage of these
loans maturing beyond five years remained low at 9% at December 31, 2007 and December 31, 2006. Of those loans with
maturities beyond one year, the percentage of loans with variable interest rates was 14% at December 31, 2007, compared to
17% at December 31, 2006. The decrease in variable interest rate loans with maturities greater than one year was due w a
continuation in customer preference o secure fixed interest rate financing and equally strong competitive conditions.

Real estate commercial loans are generally written as balloon-type mortgages at fixed interest rates for balloon time periods
ranging from three to ten years. As of December 31, 2007, the Cotporation held $129 millien in commercial, real estate
commercial and real estate construction loans that had marurities extending beyond five years, with the majority of these loans
having fixed interest rates.

Real estate residential loans increased $3.3 million, or 0.4%, during 2007 to $838.5 million. The internal growth of real estate
residential loans was low as the housing market across much of the state of Michigan was weak throughout the year. Real estate
residential loans increased $50.1 niillion, or 6.4%, during 2006 to $835.3 miltion. The increase in real esrate residential loans
during 2006 was partially attributable to the branch transaction during the year which added $24 million in real estate
residential loans, after a portion of the loans acquired were sold in December 2006, At December 31, 2007, 2006 and 2003,
real estate residential loans as a percentage of toral loans were 30.0%, 29.8% and 29.0%, respectively.
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TABLE 4. COMPARISON OF LOAN MATURITIES AND INTEREST SENSITIVITY (Dollars in thousands)

December 31, 2007 December 31, 2006
Due In Due In
1 Year lw5 Over 5 1 Year lto5s Over 5
or Less Years Years Total or Less Years Years Total
Loan Maturicies:
Commercial $294,922  $187,438 $ 43,534 $ 525,894 $278,006 $223968 § 43,617 § 345,591
Real estate commercial 197,323 511,093 38,984 747,400 120,694 560,677 45,183 726,554
Real estate construction 43,296 47,572 46,384 137,252 67,177 38,171 40,585 145,933
Total $535,541 $746,103  $128,902 $1,410,546 $465,877 $822,816 $129,385  $1,418,078
Percent of Total . 38% 53% 9% 100% 33% 58% 9% 100%
December 31, 2007 December 31, 2006
Amount Percent Amount Percent
Interest Sensitivity:
Above loans maturing after
one year which have:
Fixed interest rates $749,494 86% $791,222 83%
Variable interest rates 125,511 14 160,979 17
Total ‘ $875,005 100% $952,201 100%

The Corporation’s real estate residential loans primarily consist of one- to four-family residential loans with original terms of
less than fifteen years. The loan-to-value ratio at the time of origination is generally 80% or less. Loans with more than an
80% loan-to-value ratio generally require private mortgage insurance. ’

The Corporation’s general practice is to sell real estate residential loan originations with maturities of fifteen years and longer
in the secondary market, The Corporation originated $311 million of real estate residential loans during 2007 and sold

$136 million of these originacions in the secondary market, compared to the sale of $118 million of real estate residential loans
during 2006, excluding $14 million of loans sold that were acquired in the 2006 branch transaction.

At December 31, 2007, the Corporation was servicing $570 million of real estate residential loans that had been originated by
the Corporation in its market areas and subsequently sold in the secondary mortgage marker. Ac December 31, 2006 and
December 31, 2005, the Corporation was servicing real estate residential loans for others in the amounts of $552 million and
$544 million, respectively.

Consumer loans totaled $550.3 million at December 31, 2007, a decrease of $4.0 million, or 0.7%, from total consumer loans
at December 31, 2006 of $554.3 million. Consumer loans increased $13.7 million, or 2.5%, during 2006. The decrease in
2007 and minimal increase in 2006 were largely attributable to increased competition from captive auto finance companies on
new personal vehicle loans and slow economic conditions in the Corporation’s marker areas, as evidenced by the
unemployment fevel in Michigan that was above the national average at December 31, 2007. Consumer loans represented
19.6%, 19.7% and 20.0% of total loans outstanding at December 31, 2007, 2006 and 2005, respectively.

Consumer loans generally have shorter terms than mortgage loans but generally involve more credic risk than one- to four-
family residential lending because of the type and nature of the collateral. Collateral values, particularly those of automobiles,
are negatively impacted by many factors, such as new car promotions, vehicle condition and a slow economy. Consumer
lending collections are dependent on the borrowers’ continuing financial stability, and thus are more likely to be affected by
adverse personal situations.
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NONPERFORMING ASSETS

Nonperforming assets consist of nonperforming loans, which are defined as loans for which the accrual of interest has been
discontinued and loans that are past due as to principal or interest by ninety days or more and are still accruing interest, and
assets obtained through foreclosures and repossessions. There were no restructured loans at December 31, 2007, 2006, 2005,
2004 or 2003. The Corporation transfers a loan that is ninety days or more past due to nonaccrual status, unless it believes the
loan is both well secured and in the process of collection. Accordingly, the Corporation has determined that the collection of
accrued and unpaid interest on any loan that is ninety days or more past due and stilt accruing interest is probable.
Nonperforming assets were $74.5 million as of December 31, 2007, compared to $35.8 million as of December 31, 2006, and
$26.5 million at December 31, 2005 and represented 2.0%, 0.9% and 0.7% of total assets, respectively. It is management’s
apinion that the increase in nonperforming assets is, in part, attributable to the recessionary type economic climate within
Michigan which has resulted in cash flow"difficulties being encountered by many commercial loan customers. The increase in
the Corporation’s nonperforming assets is not concentrated in any one industry or any one geographical area within Michigan,
The Corporation’s lending market does not include the southeastern portion of Michigan and at December 31, 2007, the
Corporation did not have any nonperforming assets in that portion of the state. In addition, the sizes of the loan transactions
are generally relatively small, which further decreases the risk of loss within the commercial loan portfolio due to the lack of
loan concentration. While it has been well publicized nationwide throughout 2007 that appraisal values of residential real
estate have generally declined, the Corporation has also experienced some declines in commercial real estate appraisals due to
the weakness in the economy in Michigan. It is management’s assessment as of December 31, 2007, for both commercial and
residential real estate loans, that the discounted loan to value ratios within the Corporation’s lending market areas are generally
still within an acceptable underwriting range. Based on the declines in both commetrcial and residential real estate values,
management continues to discount appraised values to compute estimated fair market values of real estate secured loans.

The Corporation considers a loan as impaired when management determines it is probable that all of the principal and interest
due under the contractual terms of the loan will not be collected. The Corporation measures impairment on commercial, real
estate commercial and real estate conscruction-commercial loans. In most instances, the impairment is measured based on the
fair value of the underlying collateral, [mpairment may also be measured based on the present value of expected future cash
Hows discounted at the loan’s effective interest rate.

Impaired loans were $45.9 million as of December 31, 2007, $19.8 million as of December 31, 2006 and $9.8 million as of
December 31, 2005. All nonaccrual commercial, real estate commercial and real estate construction-commercial loans, which
totaled $43.6 million at December 31, 2007, met the definition of an impaired loan. The Corporation also identified loans in
each of these loan types totaling $2.3 million that were in an accrual status as of December 31, 2007 that met the definition
of an impaired loan. After analyzing the various components of the customer relationships and evaluating the underlying
collateral of impaired loans, it was determined that impaired loans totaling $22.2 million at December 31, 2007, required a
specific allocation of the allowance for loan losses (impairment reserve}, compared to $3.8 million of impaited loans at
December 31, 2006 and $5.1 million of impaired loans at December 31, 2005 requiring a specific allocation of the allowance.
The specific allocation of the allowance for loan losses on impaired loans was $4.6 million at December 31, 2007, $0.9 million
at December 31, 2006 and $1.3 million at December 31, 2005. At December 31, 2007, $7.7 million of impaired loans, that
did not require a specific allocation of the allowance for loan losses as of that date, were parrially charged off, totaling

$2.2 million over 2006 and 2007, ptimarily as a result of declining real estate values. The process of measuring impaired loans
and the allocation of the allowance for loan losses requires judgment and estimation; therefore, the eventual outcome may
differ from the estimates used on these loans.
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The following table provides a five-year history of nonperforming assets and the composition of nonperforming loans by major
loan category:

TABLE 5. NONPERFORMING ASSETS

December 31,
2007 2006 2005 2004 2003

(Dollars in thousands)

Nonaccrual loans:

Commercial $10,961 % 4,203 $ 3,133 $-3245 § 3,902
Real estate commercial 19,672 9,612 2,950 1,343 1,550
Real estate construction 12,979 2,552 3,741 — —
Real estate residential 8,516 2,887 3,853 3,133 694
Consumer 3,468 985 884 676 545
Total nonaccrual loans 55,596 20,239 14,561 8,397 6,691

Accruing loans contracrually pasc due 90 days or more as to
interest or principal payments:

Commercial 1,958 1,693 825 106 777
Real estate commercial 4,170 2,232 2,002 _ 924
Real estate construction — 174 — —_ _—
Real estate residential 1,470 1,158 1,717 1,023 2,371
Consumer 166 1,414 592 524 584
Total accruing loans contractually past due 90 days or more as '
to interest or principal payments 7,764 6,671 5,136 1,653 4,656
Tortal nonperforming loans 63,360 26,910 19,697 10,050 11,347
Other real estate and repossessed assets 11,132 8,852 6,801 6,799 6,002
Total nonpedforming assets $74,492  $35,762- 326,498 $16,849 $17,349
Nonperforming loans as a percent of total loans 2.26% 0.96% 0.73% 0.39% 0.46%
Nonperforming assets as a percent of total assets 1.98% 0.94% 0.71% 0.45% 0.47%

Total nonperforming loans were $63.4 million, or 2.26%, of total loans at December 31, 2007, compared to $26.9 million, or
0.96%, of toral loans at December 31, 2006. The level and composition of nonperforming loans in 2007 were adversely
affected by economic conditions in the state of Michigan and in the Corporation’s local markets. The majority of the increase
in nonpetforming loans during 2007 occurred in commercial, real estate commercial and real estate construction loans.

Nonperforming commercial loans of $12.9 million ar December 31, 2007 were up $7.0 million, or 119%, from
nonperforming commercial loans ac December 31, 2006 of $5.9 million. At December 31, 2007, the Corporation had one
nonperforming commercial loan over $1 million, with the cuscomer’s loan relationship totaling $1.7 million. This customer is
a renailer of mobile and modular homes, with the loan secured primarily by an inventory of mobile homes. The Corporation
has initiated legal proceedings against the borrower for payment and expects a lengthy workout of this credit relationship. A
$0.5 million impairment reserve was established on this loan in the fourth quarter of 2007. In addition, the Corporation has a
customer with a nonperforming commercial loan balance of $0.5 million that also has a nonperforming real estate commercial
loan with a balance of $0.5 million at December 31, 2007, resulting in $1.0 million of total nonperforming loans with this
customer at December 31, 2007. This customer’s business is an excavating company and the loans are secured by construction
equipment, accounts receivable and commercial property, primarily a gravel pit. Business has been slow for this customer,
which has created cash flow difficulties, although the customer’s business has recently slightly improved. At December 31,
2007, the Corporation assessed the fair value of the underlying collateral to be in excess of the principal balances of the loans.

The Corporation’s real estate commercial loan portfolio is comprised of four segments: commercial real estate, land
development and vacant land loans that are combined wichin the real estate commercial loan category and also real estate
construction loans. The following definitions are provided to clarify the types of loans included in each of the real estate
commercial loan segments. Commercial real estate loans are secured by real estate occupied by the owner for ongoing
operations and by non-owner occupied real estate leased to one or more tenants. Land development loans are secured by land

continued on next page

17




MANAGEMENT’S DISCUSSION AND ANALYSIS

NONPERFORMING ASSETS (CONTINUED)

that has been developed in terms of infrastructure improvements to create finished marketable lots for commercial or
residential construction. Vacant land loans are secured by undeveloped land which has been acquired for future development.
Real estate construction loans are secured by commercial, retail and residential real estate in the construction phase with the
intent to be sold or become an income producing property and land development loans that are secured by land that is in the
process of actively being developed in terms of infrastructure improvements to create finished marketable lots for fueure
development.

Nonperforming real estate commercial loans totaled $23.9 million at December 31, 2007 and were comprised of $21.0 million
of real estate commercial Joans, $1.4 million of land development loans and $1.5 million of vacant land loans. Nonperforming
real estate construction loans totaled $13.0 million at December 31, 2007 and were comprised primarily of residential real
estate development loans. At December 31, 2007, $15.1 million of the nonperforming real estate commercial and construction
loans were in various stages of foreclosure with 22 borrowers. At December 31, 2007, the Corporation’s nonperforming real
estate commercial loans were comprised of a diverse mix of commercial lines of business and were also geographically disbursed
throughout the Company’s market areas. The Michigan economy remains weak, thus creating a difficule business environment
for many lines of business across the state. In addition, the economy in Michigan has adversely impacted housing demand
throughout the state and, accordingly, the Corporation has expetienced an increase in the number of its residential real estate
development borrowers with cash flow difficulties associated with a significant decline in sales of residential real estate. The
following discussion of the Corporation’s nonperforming real estate commercial loans has been segregated into the four real
estate commercial loan segments, described above, to provide more detail on the risk associated with these type loans.

The Corporation’s nonperforming real estate commercial loans of $21.0 million at December 31, 2007 were comprised of
approximately 60 borrowers with loan relationships from $5,000 ro $2.3 million, with seven borrowers having loan
relationships exceeding $1 million and comprising $10.7 million, or 51%, of these loans as of thar date. A descripdion of these
seven loan relationships follows. One loan relationship involves two loans to related borrowers totaling $2.3 million thar are
secured by the same non-owner occupied real estate, with foreclosure proceedings commenced. A loan relationship in the
amount of $1.7 million is secured by a hotel. The carrying value of this loan was written down $0.2 million in the fourth
quarter of 2007. A loan relationship in the amount of $1.2 million is secured by interests in three hotels. While the business
cash flows appear to be adequate to service the debt on the loan, the customer has not kept the loan payments current and,
therefore, foreclosure proceedings are probable, Ac December 31, 2007, the Corporation assessed the fair market value of the
underlying collateral of the above described three loan reladionships and determined it was in excess of the remaining carrying
values of the loans. A loan in the amount of $1.3 million is secured by a restaurant thar closed operations in January 2008.
Based on the nature of the collateral, declining real estate values and limited market interest in chis property, the Corporation
partially charged off this loan in the amount of $1.4 million ($0.3 million in 2007 and $1.1 million in 2006). In addition,
during the fourth quarter of 2007 an impairment reserve of $0.25 million was established on this loan. The Corporation
received title to this property in January 2008 and the restaurant is for sale. A loan relationship in the amount of $1.3 million
is secured by an automobile dealership and is also secured with a seventy-five percent guarantee by a federal governmental
agency. A $0.26 million impairment reserve was established on this loan in the third quarter of 2007 atributable to the
unguaranteed portion of the loan. A loan relationship in the amount of $1.6 million is secured by a hotel. Foreclosure
proceedings have begun on this loan. A $0.15 million impairment reserve was established on this loan during the third quarter
of 2007. A loan telationship in the amount of $1.3 million is secured by a sixty-unit apartment complex where the borrower
has a pending sale in process. If the pending sale does not occur, the Corporation will commence foreclosure proceedings. A
$0.2 million impairment reserve was established during the third quarter of 2007 on this loan.

The Corporation’s nonperforming land development loans were $1.4 million and nenperforming vacant land loans were

$1.5 million at December 31, 2007. These loans represented amounts due primarily from one customer. The carrying value of
this customer’s loan relationship toraled $2.5 million at December 31, 2007 and was secured by forty-three residential lots and
multiple parcels of vacant land, zoned both commercial and residential. Foreclosure proceedings have begun with this
borrower. Due to declining real estate values, the Corporation partially charged off this loan in the amount of $0.4 million in
the fourth quarter of 2007. The Cotporation determined that the fair value of the underlying collateral exceeded the remaining
carrying value of this loan relationship at December 31, 2007.

The Corporation’s $13.0 million of nonperforming construction loans at December 31, 2007 were comprised of 12 borrowers,
with three borrowers having loan relationships exceeding $1 million and comprising 81% of total nonperforming construction .
loans as of that date. The first loan relationship has a principal balance of $6.1 million and is secured by a condominium hotel
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project on waterfront property. The project is complete, although there were no sales in 2007, This loan is secured by welve
unsold units and adjacent property. A $0.27 million impairment reserve was established on this loan during the fourth quarter
of 2007. The second loan relationship has a principal balance of $3.2 million and is secured by a residential condominium
project consisting of 129 sites, with 69 units sold, four units that have been completed and offered for sale and 56 sires
available for construction. There were no sales in 2007 in this project. A $1 million impairment reserve was established on this
loan during the fourth quarter of 2007, The third loan relationship is comprised of a nonperforming construction loan with a
carrying value of $1.2 million and a nonperforming real estate commercial loan of $0.3 million at December 31, 2007 thar are
both secured by two residential condominium projects with eleven total units, with construction complete on three of the units
and offered for sale by the borrower, and residential real estate. The construction loan was partially charged off in the amount
of $0.5 million ($0.1 million in 2007 and $0.4 million in 2006). Judicial foreclosure proceedings have commenced on this
loan. The Corporation determined that the fair value of the underlying collateral exceeded the remaining carrying value of this
loan relationship at December 31, 2007.

Nonperforming real estate residential loans were $10.0 millien at December 31, 2007, an increase of $6.0 million, or 147%,
over total nonperforming real estate residential loans of $4.0 million at December 31, 2006. Nonperforming real estate
1esidential loans represented 15.8% of nonperforming loans at December 31, 2007, compared to 15.0% at December 31,
2006. The increase in nonperforming real estate residential loans was primarily due to a rise in delinquencies, bankruptcies and
foreclosures reflective of weak economic conditions in Michigan.

WNonperforming consumer loans were $3.6 million at December 31, 2007, compared 10 $2.4 million at December 31, 2006.
The increase in nonpetforming consumer loans during 2007 was reflective of the weak economic conditions within Michigan.

Other real estate and repossessed assets totaled $11.1 million at December 31, 2007, and consisted of commercial real estate of
$5.4 million, residential real estate of $5.5 million and other repossessions, mostly automobiles, boats and recreational vehicles,
of $0.2 million. Ocher real estate and repossessed assets roraled $8.9 million at December 31, 2006, and consisted of
commercial real estate of $5.5 million, residential real estate of $3.0 million and other repossessions, mostly automobiles, boats
and recreational vehicles, of $0.4 million. A significant portion, or 34%, of other real estate at December 31, 2007 was
represented by two commercial real estate properties totaling $3.7 million. One of these properties with a book value of

$1.2 million was sold on a land contract, although the purchaser’s down-payment was not sufficient to account for the
transaction as a sale in accordance with generally accepted accounting principles. Payments on the land contrace are reducing
the book value balance, with scheduled payments current as of December 31, 2007. The second property with a book value of
$2.5 million is a high rise mixed use condominium property with eleven residential units in various stages of completion and
six retail business condominium units offered for sale. There had been only one residential unit sold on this project as of
December 31, 2007 and this unit was sold in 2005. The Corporation obtained an updated appraisal of the condominium
property during the first quarter of 2007, which assessed the time to sell the remaining units at approximarely thircy months.
In addition, the Corporation held seventeen other commercial real estate properties for sale at December 31, 2007, totaling
$1.7 million with book values of $22,000 to $0.32 million, with three of these properties having an individual book value
greater than $0.25 million. The residential real estate component of other real estate of $5.5 million at December 31, 2007
was comprised of forry-eight properties with four properties having an individual book value greater than $0.25 million. The
inventory of real estate properties for sale across the state of Michigan has resulted in an increase in the Corporation’s carrying
time of holding other real estate. Excluding the property sold on a land contrace, $4.5 million, or 47%, of the remaining other
real estate held at December 31, 2007 had been held in excess of one year as of thar dare.
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PROVISION AND ALLOWANCE FOR LOAN LOSSES

The provision for loan losses (provision) is the amount added to the allowance for loan losses (allowance) to absorb inherent
loan losses (charge-offs) in the loan portfolio. A summary of the activiry in the allowance for years 2007 back through 2003 is
included in Table 3. Management quarterly evaluates the allowance to ensure the level is adequate to absorb losses inherent in
the loan portfolio. This evaluation is based on a continuous review of the loan portfolio, both individually and by category,
and includes consideration of changes in the mix and volume of the loan portfolio, actual loan loss experience and loan loss
trends, the financial condition of the borrowers, industry and geographical exposures within the portfolio, economic conditions
and employment levels of the Corporation’s local markets, and special factors affecting business sectors. A formal evaluation of
the allowance is prepared quartetly to assess the risk in the loan portfolio and to determine the adequacy of the allowance. The
Corporation’s loan review function is independent of the loan erigination function and reviews this evaluation. The
Corporation’s loan review function was performed by internal staff in 2007 and a combination of internal staff and third-parcy
consulting firms during 2006 and 2005. Loan review performs a detailed credit quality review at least annually on commercial,
real estate commercial and rea! estate construction-commercial loans, particularly focusing on larger balance loans and loans
that have deteriorated below certain levels of credit risk.

The allowance provides for probable losses that have been identified with specific customer relationships and for probable
losses believed to be inherent in the remainder of the loan portfolio but that have not been specifically identified. The
allowance for loan losses is comprised of specific impairment reserve allocations (assessed for loans that have known credit
weaknesses), allowances based on assigned risk ratings, general allowances on the remainder of the loan portfolio based
primarily on historical loan loss experience and loan loss trends, and an unallocated allowance for the imprecision in the
subjective nature of the specific and general allowance methodology. Factors contributing to the determination of specific
impairment reserve allocations include the financial condition of the borrower, changes in the value of pledged collateral and
general economic conditions. The Corporation establishes the altowance allocations by the application of projected loss
percentages to adversely-graded commercial, real estate commercial and real estate construction-commercial loans by grade
categories. General allowances are allocated to all other loans by loan category, based on a defined methodology chat focuses on
loan loss experience and trends. Allowance allocations to loan categories are developed based on historical loss and past due
trends, management’s judgment concerning those trends and other relevant factors, including delinquency, default, and loss
rates, as well as general economic conditions. Some loans will not be repaid in full. Therefore, an allowance for loan losses is
maintained at a level that represents management’s best estimate of inherent losses within the loan portfolio.

In determining the allowance and the related provision for loan losses, the Corporation considers four principal elements:

(i) specific impairment reserve allocations based upon probable losses identified during the review of impaired commercial, real
estate commercial and real estate construction-commercial loan portfolios, (ii) allocations established for adversely-rated
commercial, real estate commercial and real estate construction-commercial loans, (iii) allocations on all other loans based
principally on historical loan loss experience and loan loss trends, and (iv) an unallocated allowance based on the imprecision
in the overall allowance methodology.

The first element reflects the Corporation’s estimate of probable losses based upon the systematic review of impaired
commercial, real estate commercial and real estate construction-commercial adversely-graded loans. These estimares are based
upon a number of objective factors, such as payment history, financial condition of the borrower, and discounted collateral
exposure. The Corporation measures the investment in an impaired loan based on one of three methods: the loan’s observable
market price, the fair value of the collateral, or the present value of expected future cash flows discounted at the loan’s effective
interest rate.

The second element reflects the application of the Corporation’s loan grading system. This grading system is similar to those
employed by state and federal banking regulators. Commercial, real estate commercial and real estate construction-commercial
loans that are risk rared below a certain predetermined risk grade are assigned a loss allocation factor that is based upon a
historical analysis of losses incurred within the specific risk grade category. The lower the grade assigned to a loan or category,
the greater the allocation percentage that is generally applied.

The third element is determined by assigning allocations based principally upon the three-year average of loss experience for
each type of loan. Average losses may be adjusted based on current loan loss and delinquency trends and for the projected
impact of loans acquired in branch and bank acquisitions. Loan loss analyses are performed quarterly.

The fourth element is based on factors that cannot be associated with a specific credit or loan category and reflects an artempt
to ensure that the overall allowance for loan losses appropriately reflects a margin for the imprecision necessarily inherent in
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the estimates of expected loan losses. Management maintains an unallocated allowance w recognize the uncertainty and
imprecision underlying the process of estimating projected loan losses. Determination of the probable lesses inherent in the
portfolio, which are not necessarily captured by the allocation methodology discussed above, involves the exercise of judgment.
The unallocated allowance associated with the imprecision in the risk rating system is based on a historical evaluation of the
accuracy of the risk ratings associated with loans. This unallocated portion of the allowance is judgmentally determined and
generally serves to compensate for the uncerainty in estimating losses, particularly in times of changing economic conditions,
and also considers the possibility of improper risk ratings. The unallocated allowance considers the lagging impacr of historical
charge-off ratios in periods where future loan charge-offs are expected to increase, trends in delinquencies and nonaccrual
loans, the changing portfolio mix in terms of collateral, average loan balance, loan growth, the degree of seasoning in the
various loan portfolios, and loans recently acquired through acquisitions. The unallocated portion of the allowance also takes
into consideration economic conditions within the state of Michigan and nationwide, including unemployment levels,
industry-wide loan delinquency rates and in 2007 declining commercial and residential real estate values and historically high
inventory levels of residential lots, condominiums and single family houses held for sale.

The underlying credit qualiry of the Corporation's real estate residential and consumer loan portfolios is dependent primarily
on each borrower’s ability to continue to make required loan payments and, in the event a borrower is unable to continue to
do so, the value of the collateral, if any, securing the loan. A borrower’s ability to pay typically is dependent primarily on
employment and other sources of income, which in turn is impacted by general economic conditions, although other factors
may also impact a borrower’s ability to pay. At December 31, 2007, the unemployment rate in the state of Michigan was
approximately 7.6%, compared to the national average of approximately 5.0%.

The provision for loan losses was $11.5 million in 2007, $5.2 million in 2006 and $4.29 million in 2005. The Corporation
experienced net loan charge-offs of $6.18 million in 2007, $5.65 millton in 2006 and $4.30 million in 2005. Net loan charge-
offs as a percentage of average loans were 0.22% in 2007, 0.20% in 2006 and 0.16% in 2005. The increase in net loan
charge-offs in 2007 occurred primarily in the commercial loan types. The ten largest commercial loan charge-offs were
primarily real estate based loans and totaled $2.1 million. These ten loan charge-offs represented 45% of total gross
commercial loan type charge-offs in 2007, The Corporation’s allowance was $39.4 million at December 31, 2007 and
represented 1.41% of total loans, compared to $34.1 million and 1.21% of total loans at December 31, 2006.

The Corporation’s provision for loan losses was $6.3 million higher in 2007 than in 2006. The increase in the provision for
loan losses in 2007 was largely driven by an increase in the impairment reserve (specific allocation of the allowance) on
impaired loans and also by increases in nonperforming loans, loan delinquencies, and the overall average risk grade of the
commercial and real estate-commercial loan portfolios.

The level of the provision for loan losses reflects management’s assessment of the allowance for loan losses. During 2007, the
provision for loan losses of $11.5 million exceeded net loan charge-offs by $5.3 million. The excess was reflective of credit
dererioration in 2007. Nonpetforming loans increased $36.5 million, or 135%, in 2007 to $63.4 million, or 2.26% of toral
loans at December 31, 2007. The increase in nonpetforming loans in 2007 occurred in all loan categories, although the
majority of the increase occurred in the commercial loan categories. During 2007, the Corporation’s total impairment reserve
increased $3.7 million to $4.6 million at December 31, 2007, and represented $3.7 million of the $5.3 million excess of the
provision for loan losses over net loan charge-offs during 2007. A further increase in the provision for loan losses of

$1.6 million was required in 2007 in accordance with the Corporation’s defined methodology of assessing the adequacy of the
allowance, which included consideration of the upward trends during 2007 in nonperforming loans, higher loan delinquencies,
an increase in the average risk of the graded portion of the loan portfolio and the downward trend in the economy in
Michigan.

Impaired loans were $45.9 million as of December 31, 2007, $19.8 million as of December 31, 2006 and $9.8 million as of
December 31, 2005. After analyzing the various components of the customer relationships and evaluating the underlying
collateral of impaired loans, it was determined that impaired loans totaling $22.2 million requited a specific allocation of the
allowance for loan losses at December 31, 2007, compared to $3.8 million of impatred loans at December 31, 2006 and

$5.1 million of impaired loans at December 31, 2005. The allowance for loan losses allocated to impaired loans was as follows:
$4.6 million at December 31, 2007, $0.9 million ac December 31, 2006 and $1.3 million at December 31, 2005. Accordingly,
at December 31, 2007, the Corporation, after individually reviewing its impaired loans, determined that $23.7 million of
nonperforming commercial and commercial real estate-based loans as of that date were deemed to have sufficient collateral

continued on next page
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PROVISION AND ALLOWANCE FOR LOAN LOSSES (CONTINUED)

values so as not to require a specific allocation of the allowance for loan losses to these loans. The carrying value of impaired
loans of $45.9 million at December 31, 2007 was net of $3.7 million in partial loan write-downs (charge-offs) on these loans
in 2007 and 2006, with $1.5 million of write-downs attributable to impaired loans that had an impairment reserve at
December 31, 2007 and $2.2 million of write-downs attributable to $7.7 million of the total $23.7 million of impaired loans
that did not require an impairment reserve at December 31, 2007, The process of measuring impaired loans and the allocarion
of the allowance for loan losses requires judgment and estimation, therefore the eventual outcome may differ from the
estimates used on these loans.

Economic conditions in the Corporation’s markets, all within Michigan, were generally less favorable than those nationwide
during 2007. Forward-looking indicators suggest these economic conditions will continue into 2008.

The allocation of the allowance in Table 6 is based upon ranges of estimates and is not intended to imply either limitations on
the usage of the allowance or exactness of the specific amounts. The entire allowance is available to absorb future loan losses
without regard to the categories in which the loan losses are classified. The allocation of the allowance is based upon a
combination of factors, including historical loss factors, credit-risk grading, past-due experiences, and the trends in these, as
well as other facrors, as discussed above.

TABLE 6. ALLOCATION OF THE ALLOWANCE FOR LOAN LOSSES

December 31,
2007 2006 2005 2004 2003
Percent Percent Percent Percent Percent
of Loans of Loans of Loans of Loans of Loans
in Each in Each in Each in Each in Each
' Category Category Caregory Category Caregory
Allowance  to Total  Allowance to Total Allowance 1o Total Allowance 1o Total Allowance rto Total
Loan Type Amount Loans Amount Loans Amount Loans Amount Loans Amount Loans
’ (Dollars in thousands)
Commercial $ 9,666 18.8% $ 8,896 19.4% § 9,011 19.1% $ 8,752 181% § 8,814 16.4%
Real estate commercial 12,782 26.7 11,375 25.9 11,613 26.0 11,914 27.0 9,997 5.3
Real estate construction 3,042 4.9 1,761 5.2 1,816 5.8 1,382 47 1,874 5.6
Real estate residential 5,467 299 3,641 298 3,576 29.1 4,023 29.4 4,006 30.9
Consumer 6,622 19.7 6,835 19.7 6,744 20.0 6,659 20.8 7.799 2i.8
Unallocated 1,843 — 1,590 — 1,388 — 1,436 —_ 689 —_
Total $39,422 100.0%  $34,098 100.0%  $34,148 100.0%  $34,166 100.0%  $33,179 100.0%
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NONINTEREST INCOME

Noninterest income totaled $43.3 million in 2007, $40.1 million in 2006 and $39.2 million in 2005. Noninterest income
increased $3.2 million, or 7.8%, in 2007 and increased $0.9 million, or 2.4%, in 2006 compared to the prior year.
Noninterest income as a percentage of net revenue (net interest income plus noninterest income) was 25.0% in 2007, 23.3%
in 2006 and 21.7% in 2005.

The following schedule includes the major components of noninterest income during the past three years:

TABLE 7. NONINTEREST INCOME
Years Ended December 31,

2007 2006 2005
(In thousands})
Service charges on deposit accounts $20,549  $20,993  $20,371
Trust and investment services revenue . 8,347 7,906 7,909
Other fees for customer services 3,031 3,068 2,363
ATM and nerwork user fees 2,968 2,707 2,726
Investment fees 2,978 2,472 1,877
Insurance commissions 773 778 917
Mortgage banking revenue 2,117 1,742 1,663
(Gain on insurance sectlement 1,122 — —
(Gains on sales of branch bank properties ' 912 —_ —
Gains on sale of acquired loans —_ 1,053 —
Investment securities net gains {losses) 4 {1,330) 541
Other 487 758 853
Total Neninterest Income $43,288  $40,147  $39,220

Service charges on deposit accounts were $20.5 million in 2007, $21.0 million in 2006 and $20.4 million in 2005. The
decline of $0.5 million, or 2.1%, in 2007 was primarily attribucable to a lower level of customer activity in areas where fees
and service charges are applicable and customers choosing alternative non-fee based accounts. The increase of $0.6 million, or
3.1%, in 2006 was primarily attributable to increases in fees assessed and a higher level of customer activity in areas where fees
and service charges are applicable.

Trust and investment services revenue (trust services revenue) was $8.3 million in 2007, $7.9 million in 2006 and $7.9 million
in 2005. Trust services revenue increased 5.6% in 2007 over the prior year as assets under management were higher than in the
prior year. Positive investment returns in the equity markets were largely responsible for the year over year increase in assets
under management. Trust services revenue was unchanged in 2006 compared to 2005. While growth in the equity markets
produced additional trust services revenue in 2006, it was offset by the effect of modest changes in the composition of assets
under management.

Orther fees for customer services were $3.0 million in 2007, $3.1 million in 2006 and $2.4 millien in 2005. The 2006 increase

of $0.7 million, or 29.8%, was primarily attributable to $0.6 million of float income earned on the sale of bank money orders

to customers that was recognized in noninterest income in 2006, as compared to being recognized in interest income in 2005,
_as a result of the transfer of the bank money order process to a third-parry vendor.

ATM and nerwork user fees were $3.0 million in 2007, $2.7 million in 2006 and $2.7 million in 2005. ATM and network
user fees increased $0.3 million, or 9.6%, in 2007 due primarily to a $0.3 million, or 53.6%, decline in the reserve for debit
card reward paoints that was attributable to the retirement of inactive points. ATM and network user fees in 2006 were virtually
unchanged fromn 2005, Management believes that the expansion of ATMs by non-banking institutions was the primary reason
for the lack of growth in ATM fee revenue in 2006.

Investment fees in 2007 were $3.0 million, up $0.5 million, or 20.5%, compared to investrnent fees of $2.5 million in 2006.
This follows an increase in investment fees in 2006 of $0.6 million, or 31.7%, compared to investment fees of $1.9 million in
2005. The increase in investment fees between 2007 and 2006 resulted from higher sales of investment products under the
Corporation’s “CFC Investment Center” program. The increase in investment fees in 2006 over 2005 was largely a result of a
broader mix of products and services being offered to customers through the “CFC Investment Center” program.

continued on next page
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NONINTEREST INCOME {(CONTINUED})

Insurance commissions were $0.8 million in 2007, $0.8 million in 2006 and $0.9 million in 20035, The virtually unchanged
insurance commissions in 2007, compared to 2006, were due to lower title insurance commissions being partially offset by
higher credit life insurance income.

Mortgage banking revenue (MBR) was $2.1 million in 2007, $1.7 million in 2006 and $1.7 million in 2005. During 2007,
the Corporation sold $136 million of real estate residential loans in the secondary market, compared to $118 million in 2006
and $111 million in 2005. During 2007, generally all fiftcen-year and longer term mortgages were sold in the secondary
market. The increase in MBR in 2007, compared to 2006, was primarily attributable to an increase in the amount of loans
sold and in net gains on sales of loans. Based on similar market conditions and the amount of loans sold, MBR in 2006,
compared to 2005, was unchanged.

During the third quarter of 2007, the Corporation recognized a $1.1 million nonrecurring gain from an insurance settlement

due to damage to a branch building from a fire in an adjacent structure on February 13, 2007. In addition, during the second
quarter of 2007, the Corporation realized $0.9 million of gains on the sales of a branch office building and a parcel of excess

land contiguous to an existing branch office.

During the fourth quarter of 2006, the Corporation recognized $1.1 million in gains on the sale of $14 million in long-term
fixed interest rate real estate residential moregage loans that were acquired in the 2006 branch transaction. There was no such
sale of loans from acquisitions in 2007 or 2005.

The Corporation recognized losses on the sale of investment securities of $1.3 million in 2006 and net gains of $0.5 million in
2005. During the fourth quarter of 2006, the Corporation sold $68 million of U.S. Treasury and government sponsored
agency investment securities scheduled to mature in 2007 and 2008 that had an average yield of 3.12% and realized a

$1.3 million loss. The Corporation had a significant volume of investment securities maturing in 2007 and management
deemed it prudent to sell and reinvest a portion of these securities during 2006 as part of its interest rate risk management
program. The proceeds from the sale were reinvested in U.S. Treasury and government sponsored agency investment securities
with an average life of 3 years and an average yield of 4.81%. In 2005, the Corporation extended the average life of the
investment securities portfolio and funded loan growth by selling $109 million of short-term investment securities for 2 net
gain of $0.5 million.

Noninterest income, excluding the gain on an insurance settlement, gains on sales of branch bank properties, investment
securities net gains and losses and the gains on the sale of acquired loans in 2006, was $41.2 million in 2007, $40.4 million in
2006 and $38.7 million in 2005. Noninterest income, excluding these non-recurring items, increased $0.8 million, or 2.0%, in
2007 and increased $1.7 million, or 4.5%, in 2006. The increase in 2007, compared to 2006, was primarily attributable to
increases in trust and investment services revenue, ATM and network user fees, investment fees and mortgage banking revenue
being partially offset by a decline in service charges on deposit accounts and other miscellaneous income. The increase in 2006,
compared to 2005, was primarily attributable to increases in service charges on deposit accounts, other fees for customer
services and investment fees.
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OPERATING EXPENSES

Total operating expenses were $104.7 million in 2007, $97.9 million in 2006 and $98.5 million in 2005.

The following schedule includes the major categories of operating expenses during the past three years:

TABLE 8. QOPERATING EXPENSES
Years Ended December 31,

2007 2006 2005
{Dollars in thousands)
Salaries and wages $ 48,651  $44,959  $44,304
Employee benefits 10,357 11,053 12,462
Occupancy 10,172 9,534 9,421
Equipment 8722 8842 8867
Postage and courier 2,841 2,599 2,559
Supplies 1,544 1,335 1,145
Professional fees 4,382 2,645 3,367
Quside processing/service fees 3,495 2,141 1,347
Michigan single business tax 1,132 1,391 2,012
Advertising and marketing  * 1,854 1,645 1,720
[ntangible asset amortization 1,786 2,087 2,152
Telephone 1,829 1,868 1,696
Loan and collection 2,909 2,899 1,728
Orther 4,997 4,876 5,683
Total Operating Expenses $104,671  $97.874  $98,463
Full-time equivalent staff (at December 31) 1,368 1,443 1,434
Efficiency ratio 59.6% 56.1% 54.29%

Operating expenses were $104.7 million in 2007, an increase of $6.8 million, or 6.9%, compared to 2006. The increase in
2007 was primarily due to increases in salaries and wages, professional fees and outside processing/service fees. In 2006,
operating expenses were $97.9 million, a decline of $0.6 million, or 0.6%, compared to 2005. The decline in 2006 was
primarily due to decreases in employee benefits, professional fees, Michigan single business rax and other expenses thar were
partially offset by increases in salaries and wages, outside processing/service fees and loan and collection costs.

Total operating expenses as a percentage of total average assets were 2.77% in 2007, 2.60% in 2006 and 2.60% in 2005.

Salaries, wages and employee benefits remain the largest components of operating expenses. These expenses rotaled

$59.0 millien in 2007, $56.0 million in 2006 and $56.8 million in 2005. Personnel expenses as a percentage of total operating
expenses were 56.4% in 2007, 57.2% in 2006 and 57.7% in 2005. Salaries and wages increased $3.7 million, or 8.2%, in
2007 due to incurring $1.7 million of reorganization costs and $2.0 million of additional compensation costs due to adding
new positions, annual merit compensation increases and higher stock incentive compensation expense.

In April 2007, the Corporation announced an internal reorganization that centralized six operational departments and reduced
back-office and managemenc staff. The reorganization was complete at December 31, 2007. The Corporation recognized

$1.7 million in compensation related expense during 2007 for severance and early retirement costs in conjunction with the
internal reorganization. The $1.7 million in reorganization expense was comprised of $1.3 million in severance costs,

$0.3 million of early reticement pension cost and $0.1 million of payrall taxes, included in salaries and wages. Compensation
cost increases also resulted from the addition of personnel from the 2006 branch transaction and new branch banking offices
opened in late 2006 and early 2007, and the addition of technical and professicnal positions that were added in 2007 to meet
the Corporation’s strategic initiatives. Compensation cost increases were only partially offset by the reduction of salaries for
severed employees as these staff reductions occurred mostly in the last four months of 2007. The Corporation’s number of
employees, on a full-time equivalent basis, declined in total at December 31, 2007 compared to December 31, 2006, as a
resulc of che reorganizacion. Salaries and wages increased by only $0.7 million, or 1.5%, in 2006, compared to 2005, as salary
increases and additional salaries attributable to the 2006 branch transaction were largely offset by staff reducrions resulting

continued on next page
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OPERATING EXPENSES (CONTINUED)

from the Corporation’s internal consolidation and the closure of eight under-performing branch banking offices during the
year.

Employee benefits declined $0.7 million, or 6.3%, in 2007. The decline was primarily due to the transition from a defined
benefit plan to a defined contribution plan that began in mid-2006. Pension cost (defined benefit and defined contribution
plans combined) for 2007 compared to 2006 declined $0.6 million, or 17.7%. Employee benefits declined $1.4 million, or
11.3%, in 2006. The decline was primarily due to lower pension expense and group health insurance costs. Pension expense in
2006 declined $1.2 million, or 32.5%, compared to 2005, due primarily to the partial freeze of the defined benefit pension
plan and the transition to a defined contribution plan for two-thirds of the employees on June 30, 2006. Group health
insurance costs declined $0.5 million, or 11.4%, in 2006 due to lower employee healthcare claims experience.

In anticipation of the adoption of the modified prospective method of SFAS No. 123(R), “Share-Based Payment”

(SEAS 123(R)), the board of directors of the Corporation in December 2005 accelerated the vesting of cerrain unvested “out-
of-the-money” nonqualified stock options previously awarded to employees, including executive officers, under the
Corporation’s stock incentive compensation plan. As a result of this action, stock options that otherwise would have vested in
years 2006-2009 became fully vested on December 31, 2005. Options to purchase 167,527 shares of the Corporation’s
common stock, or 90% of outstanding unvested options, were accelerated. The weighted average exercise price of the options
subject to acceleration was $39.23 per share. The purpose of the acceleration was to enable the Corporation to avoid
recognizing compensation expense associated with these options in future periods in its consolidated statements of income
upon adoption of SFAS 123(R) in January 2006. The Corporation also believes that because the options thar were accelerated
had exercise prices in excess of the then-current market value of the Corporation’s common stock, the options had limited
economic value and were not fully achieving their original objective of incentive compensation and employee retention. The
acceleration of the vesting of these options reduced non-cash compensation expense in years 2006, 2007, 2008 and 2009, in
the amounts of $0.61 million, $0.37 million, $0.22 million and $0.09 million, respectively, following the adoption of

SFAS 123(R) on January 1, 2006. In addition, the board of directors granted options to purchase 177,450 shares in December
2005 that became immediately vested. Based on an estimated value calculation using the Black-Scholes methodology, chese
options had a grant date fair value of $1.66 million. As the 177,450 options granted in December 2005 were vested as of
December 31, 2005, the Corporation will not recognize future non-cash compensation expense in conjunction with these
options. The Corporation recognized compensation expense refated to stock options of $0.22 million in 2007.

Occupancy expense of $10.2 million in 2007 increased $0.6 million, or 6.7%, in 2007. The increase in 2007 was attributable
1o increases in several expensc categories including building repair and maintenance, utilities, real estate taxes, depreciation and
other occupancy expense due largely to the acquisition of two branches in August 2006 and the addition of four newly
constructed branch banking offices in late 2006 and early 2007. QOccupancy expense in 2006 was $9.5 million and included
$0.1 million of internal consolidation costs, primarily related to the closure of eight under-performing branch banking offices.
Occupancy expense in 2006 remained flar in relation to 2005, due primarily to the reduction in operating costs associated with
the closure of the eight branch banking offices. Depreciation expense recorded in occupancy expense was $2.4 million,

$2.2 million and $2.2 million in 2007, 2006 and 20035, respectively.

Equipment expense of $8.7 million in 2007 declined $0.1 million, or 1.4%, in 2007, due primarily to lower depreciation
expense being partially offset by higher third-party software maintenance expense. Equipment expense was relatively unchanged
in 2006 compared to 2005 as higher software and other equipment expenses were offset by lower depreciation expense.
Depreciation expense on equipment was $3.3 million, $3.5 million and $3.8 miilion in 2007, 2006 and 2005, respectively.

Professional fees of $4.4 million in 2007 were $1.7 million, or 65.7%, higher than in 2006. The increase in professional fees
was partially atcributable to $0.6 million of consulting and legal fees related to corporate initiatives completed during the first
quarter of 2007. In addition, external accounting fees and consulting fees for branch analysis were $0.5 million and

$0.4 million higher than 2006, respectively. In 2006, professional fees were $0.7 million, or 21.4%, lower than in 2005. The
decrease in professional fees in 2006 was mostly attributable to the impact of the change in independent auditors between
2005 and 2006, with a portion of the reduction attributable to lower fees and a portion related to the timing of the services
provided between the two years.

Qutside processing/service fees were $3.5 million in 2007, $2.1 million in 2006 and $1.3 million in 2005. The $1.4 million,
or 63.2%, increase in 2007 compared to 2006 was primarily attributable to costs associated with a migration of the
Corporation’s core processing mainframe technology to a system chat has both greater capaciry and flexibility, internet banking
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software support and third party technical suppore. The $0.8 million, or 58.9%, increase in outside processingfservices fees in
2006 compared to 2005 was primarily atcributable to the conversion to a new and enhanced internet banking software
platform in 2006, which increased operating costs during 2006.

Michigan single business tax was $1.1 million in 2007, $1.4 million in 2006 and $2.0 million in 2005. The Michigan single
business tax is not an income tax and therefore deferred tax assets and labilities are nort recorded related to this tax, which can
resule in moderate fluctuations in expense between years. The decline in both 2007 and 2006, compared to the prior year, was
primarily due to lower taxable income compared to the prior year and the reversal of $0.4 million in expense, in both years,
related to the reversal of contingent tax reserves no longer required due to the expiration of the statutory audit period. There
was no similar tax reserve reversal recorded during 2005, The Michigan Single Business Tax, which expired December 31,
2007, was replaced by the Michigan Business Tax (MBT} in June 2007. The MBT includes a provision for a Financial
Institutions Tax (FIT), which applies to all banks, savings banks, bank holding companies and all of their affiliated companies
and became effective January 1, 2008.

Loan and collection expense was $2.9 million in 2007, $2.9 million in 2006 and $1.7 million in 2005. The significant
increase in these costs in 2007 and 2006, compared to 2005, was attributable to the significant increase in nonperforming
assets during 2007 and 2006 and the increased costs of holding and disposing of other real estate and repossessed assets.

Other categories of operating expenses include a wide array of expenses, including postage and courier, supplies, advertising
and marketing expenses, intangible asset amortization, telephone costs and other expenses. In total, these other categories of
operating expenses totaled $14.9 million in 2007, $14.4 million in 2006 and $15.0 million in 2005. The increase of

$0.5 million, or 3.1%, in other operating expenses in 2007, as compared to 2006, was primarily attriburable to increases in
postage and courier, supplies, advertising and marketing and other expenses being partially offset by decreases in intangible
asset amortization.

The Corporation’s efficiency ratio, which measures total operating expenses divided by the sum of net interest income (fully
taxable equivalent) and noninterest income was 39.6% in 2007, 56.1% in 2006 and 54.2% in 2005. The increase in 2007,
compared to 2006, was attribucable to higher operating expense and lower net interest income. The increase in 2006,
compared to 2005, was primarily actributable to lower net interest income.

INCOME TAXES

The Corporation’s effective federal income tax rate was 31.8% in 2007, 32.4% in 2006 and 32.5% in 2005. The fluctuations
in the Corporation’s effective federal income tax rate reflect changes each year in the proportion of interest income exempt
fram federal taxation, nondeductible interest expense and other nondeductible expenses relative to pretax income and tax
credics. In 2006 and 2005, the Corporation’s provision for federal income taxes was also reduced as a result of the reassessment
of uncertain tax positions. The amount of the reduction in the provision for federal income taxes resulting from the
teassessment of uncertain tax positions was $0.2 million in 2006 and $0.9 million in 2005. There was no reduction in the
provision for federal income taxes resulting from the reassessment of uncertain tax positions in 2007,

Tax-exempt income (FTE), net of related nondeductible interest expense, totaled $6.3 million for 2007, $5.9 million for 2006
and $4.9 million for 2005. Tax-exempt income (FTE} as a percentage of total interest income (FTE} was 2.7% in 2007, 2.7%
in 2006 and 2.4% in 2005,

Income before income taxes (FTE) was $59.5 million in 2007, $71.4 million in 2006 and $79.9 million in 2005.

LIQUIDITY RISK

The Corporation manages its liquidity to ensure that it has the ability to meet the cash withdrawal needs of its depositors,
provide funds for borrowers and at the same time ensure that the Corporation’s own cash requirements are met. The
Corporation accomplishes these goals through the management of liquidity at two levels — the parent company and the

subsidiary bank.

centinued on next page
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LIQUIDITY RISK (CONTINUED)

During the three-year period ended December 31, 2007, the parent company’s primary source of funds was subsidiary
dividends. The parent company manages its liquidity position to provide the cash necessary to pay dividends to shareholders,
invest in new subsidiaries, enter new banking markets, pursue investment opportunities and satisfy other operating
requirernents. :

Federal and state banking laws place certain restrictions on the amount of dividends that a bank may pay to its parent
company. Such restrictions have not had, and are not expected to have, any material effect on the Corporation’s ability to meet
its cash obligations or impede its ability to manage its liquidity needs. As of December 31, 2007, the Corporation’s sole
subsidiary bank, Chemical Bank, could pay dividends totaling $10.1 million to the parent company without obtaining prior
regulatory approval. In addition to these funds, the parent company had $4.0 million in cash and cash equivalents at
December 31, 2007.

Chemical Baitk manages liquidity to ensure adequate funds are available to meet the cash flow needs of depositors and
borrowers. Chemical Bank's most readily available sources of liquidiry are federal funds sold, incerest-bearing deposits with
unaffiliated banks, investment securities classified as available for sale and investment securities classified as held to maturity
maturing within one year. These sources of liquidity are supplemented by new deposits, loan payments received from
customers and Federal Home Loan Bank advances. At December 31, 2007, Chemical Bank had $58.0 million in federal funds
sold, $6.2 million of interest-bearing deposits with unaffiliated banks, $502.8 million in investment securities available for sale
and $25.2 million in other investment securities maturing within one year. These short-term assets totaled $592.2 million and
represented 20.6% of total deposits at December 31, 2007.

The Corporation’s investment securities portfolio historically has been relatively short-term in nature. Informarion about the
Corporation’s investment securities portfolio is summarized in Tables 9, 10 and 11,

TABLE 9. MATURITIES AND YIELDS* OF INVESTMENT SECURITIES AT DECEMBER 31, 2007

Maturity**
After One After Five Total
Within but Within but Within After Carrying Total
One Year Five Years Ten Years Ten Years Value

Fair
Amount Yield Amount Yield Amount Yield Amount Yield Amount Yield Value

(Dollars in thousands}

Available for Sale: )
U.S. Treasury $ 9,983 3.98% $ 21,467 4.73% § —_ —% $ —_ —% $ 31,450 4.49% $ 31,450

Government sponsored agencies 78,833 4.23 114,674 4.82 451 5.20 — —_ 193,958 4.58 193,958
States and political subdivisions 1,553 7.86 2,930 7.77 2,031 6.62 — —_ 6,514 7.43 6,514
Mortgage-backed securitics 39,091 4.39 116,144 4.49 25,751 4.99 34,734 5.30 215,720 4.66 215,720
Collateralized mortgage obligations - 94 648 219 6.47 112 6.13 150 5.72 575 6.21 575
Corporate bonds 6,921 5.14 47,631 5.11 — — — — 54,552 5.11 54,552
Equity securities — - — — — — 502 8.72 502 8.72 502
Total Investment Securities

Available for Sale 136,475 4.35 303,065 4.76 28,345 5.11 35,386 5.35 503,271 4.71 503,271
Held to Maturity:
Government sponsored agencies 17,690 3.55 1,028 3.67 — — — —_ 18,718 3.56 18,641
States and political subdivisions 7,437 4.09 31,181 3.58 21,282 4.46 11,999 5.38 71,899 4.19 72,354
Mortgage-backed securities 71 821 185 7.78 177 7.41 193 6.39 626 7.30 662
Total Investment Securities Held to

Maturicy 25,198 3.72 32,394 3.61 21,459 4.48 12,192 5.40 91,243 4.08 91,657
Total Investment Securities $161,673 4.25% $335,459 4.65% $49,804 4.84% 347,578 5.36% $594,514 4.61% $594,928

* Yields are weighted by amount and time to contractual maturity, are on a taxable equivalent basis using a 35% federal income tax rate and are based on
amortized cost,

** Mortgage-hacked securities and collateralized mortgage obligations are based an scheduled principal maturity, Equity securities have no stated maturity. All
others are based on final contractual maturiry.
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TABLE 10. SUMMARY OF INVESTMENT SECURITIES

December 31,
2007 2006 2005
{(In thousands)

Available for Sale:

U.S. Treasury $ 31,450 3% 22,850  § 43,755
Government sponsored agencies 193,958 228,365 220,080
States and political subdivisions 6,514 8,254 9,370
Mortgage-backed securities 215,720 249,224 297,811
Collateralized mortgage obligations 575 775 1,079
Corporate bonds 54,552 10,547 21,544
Equity securities 502 852 852
Total Investment Securities Available for Sale 503,271 520,867 594,491
Held to Maturity:

Government sponsored agencies 18,718 39,731 79,327
States and political subdivistons — 71,899 53,996 47,438
Mortgage-backed securities 626 837 1,041
Total Investment Securities Held to Maturicy 91,243 94,564 127,806
Total Investment Securities $594,514  $615.431  $722,297

TABLE 11. MATURITY ANALYSIS OF INVESTMENT SECURITIES (as a % of total portfolio)
December 31

2007 2006 2005
Macurity:
Under 1 year 27.2% 25.0% 23.8%
1-5 years 56.4 58.9 60.7
5-10 years 8.4 9.3 7.9
QOver 10 years 8.0 6.8 7.6
Toral 100.0% 100.0% 100.0%

Table 12 presents the maturity distribution of time deposits of $100,000 or more at the end of each of the last three years.
Time deposits of $100,000 or more declined $57.7 million during 2007 to $297.9 million at December 31, 2007 due
partially to declines in municipal time deposits and increased $46.0 million during 2006 to $355.7 million at December 31,
20006, due primarily to increases in time deposit interest rates during 2006 and 2005, as compared to the interest rates on
interest-bearing transaction and savings deposit accounts. Brokered time deposits of $100,000 or more were $3.25 million at
December 31, 2005, There were no brokered deposits at December 31, 2006 and 2007. Time depasits of $100,000 or more
represented 10.4%, 12.3% and 11.0% of tozal deposits ar December 31, 2007, 2006 and 2005, respectively.

TABLE 12. MATURITY DISTRIBUTION OF TIME DEPOSITS OF $100,0600 OR MORE
December 31,

2007 2006 2005
Amount Percent Amount Percent Amount Percent
(Dollars in thousands)

Maruriry: :
Within 3 months $129,801 44% $210,717 59% $141,242 40%
After 3 but within 6 months 50,191 17 57,038 16 65,326 21
After G but within 12 months 68,308 23 73,997 21 52,388 17
After 12 months 49,636 16 13,929 4 50,741 16
Total $297,936 100% $355,681 100% $309,697 100%
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BORROWED FUNDS§

Borrowed funds include short-term borrowings and FHLB advances — long-term. Short-term borrowings are comprised of
securities sold under agreements to repurchase, reverse repurchase agreements and short-term FHLB advances that have original
maturities of one year or less. Securities sold under agreements to repurchase are amounts advanced by customers that are
secured by investment securities owned by the Corporation’s subsidiary bank, as they are not covered by FDIC insurance.
Reverse repurchase agreements are a means of raising funds in the capital markets by providing specific securities as collateral.
During 2005, the Corporation entered into a $10 million reverse repurchase agreement with another financial institution by
selling $11 million in U.S. treasury notes under an agreement to repurchase these notes. This reverse repurchase agreement was
repaid during 2006, Short-term FHLB advances are borrowings from the FHLB with original macurities of one year or less
and are genenally used to fund short-term liquidity needs. FHLB advances, both shorr-term and long-term, are secured under a
blanket security agreement by real estate residential first lien loans with an aggregate book value equal to at least 145% of the
advances. Short-term borrowings are highly interest rate sensitive. Total short-term borrowings were $197.4 million at
December 31, 2007, $209.0 million at December 31, 2006 and $203.6 million at December 31, 2005. A summary of short-
term borrowings during 2007, 2006 and 2005 is included in Note M o the consolidated financial statements.

Long-term debt, comprised of FHLB advances — long-term, was $150.0 million at December 31, 2007 and $145.1 million at
December 31, 2006. FHLB advances — long-term that will marure in 2008 total $65.0 million. FHLB advances — long-term
are borrowings that are generally used to fund loans and a portion of the investment securities portfolio. A summary of FHLB
advances — long-term outstanding at December 31, 2007 and 2006, is included in Note N to the consolidated financial
statements.

FINANCIAL OBLIGATIONS

The Corporation has various financial obligations, including contractual obligations that may require future cash payments.
Table 13 summarizes the Corporation’s obligations and estimated future payments at December 31, 2007. These obligations do
not include interest. Refer to Notes H, M and N to the consolidated financial statements for a further discussion of these
obligations.

TABLE 13, FINANCIAL OBLIGATIONS

December 31, 2007
Minimum Payments Due by Period

Less than More than
1 year 1-3 years  3-5 years 5 years Total
{In thousands)
Deposits with no stated maturity -~ $1,797,306  $ - $ — $ —  $1,797,306
Time deposits 844,064 216,007 7,462 10,660 1,078,283
Short-term berrowings 197,363 — — — 197,363
Federal Home Loan Bank advances — long-term 65,024 85,025 — —_ 150,049
Low inceme housing project 241 453 127 — 821
Operating leases and non-cancelable contracts 4,416 7,096 3,823 338 15,673
Total financial obligations $2,908,414 $308,671 $11,412 $10,998 $3,239,495
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The Corporation also has other commitments that may impact liquidity. Table 14 summarizes the Corporation’s commitments
and expected expiration dates by period at December 31, 2007. Since many of these commitments historically have expired
without being drawn upon, the total amount of these commitments does not necessarily represent future cash requirements of
the Corporation. Refer to Note § 1o the consolidated financial statements for a further discussion of these obligations.

TABLE 14. COMMITMENTS

December 31, 2007
Expected Expiration Dates by Period

Less than More than
1 year 1-3 years  3-5 years 5 years Total
. (In thousands)
Unused commitments to extend credit $264,090 $68,528 $33,395 $38,639 $404,652
{Undisbursed loans 101,736 —_— — — 101,736
Standby letters of credit 22,160 6,124 100 10 28,394
Total commitments $387,986 $74,652  $33,495 $38,649 $534,782

MARKET RISK

- Marker risk is the risk of loss arising from adverse changes in the fair value of financial instrumencs due primarily to changes in
interest rates. Interest rate risk is the Corporation’s primary market risk and results from timing differences in the repricing of
assets and liabilities and changes in relationships berween rate indices. Interest rate risk is the exposure to adverse changes in
net interest income due to changes in interest rates. Consistency of the Corporation’s net interest income is largely dependent
upon the effective management of interest rate risk. Interest rate risk arises in the normal course of the Corporation’s business
due to differences in the repricing and marturity characteristics of interest rate sensitive assets and habilities. Sensitiv